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Spain’s  Popular  Party 
Why  Aznar  aims  tor  a 
younger,  softer  profile 
Page  3 


TTie  FT500,  the  annual  ranking  of 
the  top  500  companies  in  the 
world,  reflects  a year  of  sharply 
fluctuating  corporate  fortunes. 

In  tomorrow’s  FT 
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Colombia  appeals 
for  help  as  quake 


SAP  shares  rise  on 
hopes  of  growth 


toll  rises  above  500  in  Asian  markets 
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The  eaitfiquake  in  Colombia's 
central  coffee-growing  region 
Idled  at  least  500  people  and 
hfured  nearly  2,000  others,  offi- 
cials said.  The  country's  Red 
Cross  appealed  urgently  for 
blood,  basic  medical  supplies 
and  clothing.  Picture,  Page  14; 
Coffee  market,  Page  24 

Ttrtey  seeks  IMF  approval 
Turkey  is  trying  to  persuade  the 
r International  Monetary  Fund  that 
Jit  deserves  praise  and  pledges  of 
financial  support  for  continuing 
p Its  reforms.  Europe,  Page  3 

Albright  reassures  feissians 
US  secretary  of  state  Madeleine 
Albright  tried  to  calm  Russian 
fears  that  the  US  intended  to 
abandon  the  Anti-Ballistic  Missile 
treaty,  the  latest  issue  of  conten- 
tion in  an  uneasy  US- Russian 
relationship.  Europe,  Page  2 

Hussein  back  in  US  for  checks 
King  Hussein  returned  to  the  US 
for  medical  checks,  hours  after 
attacking  his  brother,  Prince  H as- 
sart, who  was  removed  from  the 
Jordanian  succession  last  week- 
end. The  King  accused  Prince  . 
Hassan  of  intrigue  and  meddfing. 
International,  Page  14;  Editorial 
comment,  Page  13 

SA  election  chief  quits 
Johann  Kriegler,  the  man  in 
charge  of  organising  South 
Africa's  second  post  apartheid 
elections,  resigned.  His  reasons 
were  not  made  public.  Interna- 
tional, Page  6 j 

Netanyahu  appoints  rival 
Moshe  Arens,  Israeli  prime  minis- 
ter Benjamin  Netanyahu's  chal- 
lenger for  leadership  of  the  Likud 
party,  agreed  to  be  his  defence 
minister.  International,  Page  6 

Beijing  in  Sflicon  Valley  push 
Haidien  experimental  high-tech 
zone  China’s  “Silicon  Valley" 
hopes  to  attract  foreign  venture 
capital  to  help  It  create  an  impor- 
tant high-tech  enclaves  in  Bei- 
jing. Asia,  Page  4 

Repubficans  scale  back  request 
US  Republican  prosecutors 
reduced  the  number  of  witnesses 
they  hope  to  call  for  President 
BiB  Clinton's  impeachment  trial. 
Important  votes  are  expected 
today  on  whether  to  dismiss  the 
case  and  whether  to  call  wit- 
nesses. US,  Page  7 

Germany  seeks  HJ  financing  deal 
Germany,  current  president  of 
the  European  Union,  has  set  a 
hectic  timetable  to  try  to  achieve 
agreement  on  future  EU  financing 
by  the  end  of  March.  Europe, 

Page  2 

H Korea  fixes  polling  date 
North  Korea  named  March  7 as 
fee  day  for  fee  first  local  elec- 
tions since  the  death  in  1994  of 
"Great  Leader"  Kim  11 -sung.  Elec- 
tions to  provincial  assemblies 
were  last  held  in  November  1993. 
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Berlin 

Ambitious  in  everything 
it  has  tried 
John  Lloyd,  Page  12 


Schroder  to 
delay  end  of 
nuclear  power 

Decision  strains  Red/Green  coalition 


Jini 

Complications  in  Sun’s  bid 
to  simplify  networks 
IT,  Page  9 


Shares  In  SAP,  the  German 
software  group,  nose  5.7  per  cent 
after  it  said  it  hoped  It  could 
grow  in  Asia  this  year.  Group 
sales  rose  by  41  per  cent  to 
DM8.47bn  (€4.33bn,  $5 bn)  in 
1998  and  net  profit  rose  14  per 
cent  to  DM1.05bn.  European 
companies.  Page  19 

Microsoft,  fee  world's  largest 
software  group,  made  its  second 
move  into  fee  European  cable 
television  industry  this  week 
when  it  agreed  to  buy  a $300m 
stake  In  United  Pan-European 
Communications.  Companies 
and  Markets,  Page  15 

The  French  government  launched 
the  partial  privatisation  of  Air 
France,  indicating  that  more  than 
17  per  cent  of  fee  national  carri- 
er's capital  would  be  floated  In 
coming  weeks.  European  com- 
panies, Page  19 

Compaq  Computer,  the  US 
personal  computer  manufacturer, 
plans  to  become  the  leader  in 
internet  services.  Compaq  said  it 
would  spin  off  AltaVista,  the 
internet  search  service-  Com- 
panies and  Markets,  Page  15; 
Lex,  Page  12;  IBM  in  24br-1 
stock  split.  Page  16 

Usinor,  fee  French  steel  maker,  Is 
expected  today  to  announce  its 
biggest  restructuring  for  more 
than  a decade.  European  com- 
panies, Page  19 

The  US  Food  aid  Drug 
Administration  has  fold  Johnson 
& Johnson  and  Unilever  they  can 
launch  new  types  erf  spread  that 
reduce  cholesterol  in  the  blood- 
stream. Companies  and 
Markets,  Page  15 

Raytheon,  the  US  aerospace  and 
engineering  group,  met  market 
expectations  with  a 51  per  cent 
rise  in  net  income  to  $309m  in 
the  fourth  quarter  of  1998. 

US  companies.  Page  16 

BMW,  the  German  automotive 
group,  is  to  suspend  production 
of  two  Land  Rover  models  at  its 
Rover  offshoot  In  the  UK 
because  of  a drop  in  demand. 

UK,  Page  8 

Bakris  & Brothers,  the  listed  arm 
of  Indonesia’s  diversified  Bakrie 
Group,  has  agreed  In  principle 
with  creditors  to  swap  up  to 
$1.15bn  in  debt  for  equity.  Com- 
panies and  Markets,  Page  15 

Anglo  American,  the  South  African 
mining  group,  said  it  did  not 
expect  to  obtain  its  London 
stock  market  feting  until  late 
May.  UK  companies,  Page  20 
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By  Frederick  SUkteraaim  in  Bonn 

Gerhard  SchrOder,  Germany's 
chancellor,  yesterday  bowed  to 
intematicmal  and  domestic  busi- 
ness pressure  and  backtracked 
on  key  elements  of  his  govern- 
ment's plans  to  phase  out  nuclear 
power. 

Ufa  decision  should  ease  ten- 
sions with  Britain  and  France 
over  the  reprocessing  of  German 
nuclear  waste,  but  risks  provok- 
ing a rift  with  his  Green  party 
coalition  partners  who  are  com- 
mitted to  scrapping  nuclear 
power. 

After  a first  round  of  “consen- 
sus talks"  between  government 
and  industry,  Mr  SchrOder  said 
the  reprocessing  of  German 
nuclear  waste  by  companies  in 
France  and  Britain  would  con- 
tinue until  suitable  alternatives 
had  been  found. 

He  also  said  the  Hmpfaihfa  for 
i the  shut-down  of  the  country's  19 
nuclear  reactors  would  be 
decided  an  a case-by-case  basis  In 
negotiation  with  industry. 

The  concessions  rescued,  for 
now,  Mr  Schroder's  ambitions  for 
reaching  a compromise  over  an 
“orderly"  exit  from  nuclear 
power. 


But  Rezzo  Schlauch,  co-head  of 
the  Greens'  parliamentary  fac- 
tion. described  yesterday's  result 
as  “unsatisfactory”,  especially  as 
his  party  had  failed  to  enforce  a 
clear  deadline  for  an  end  to 
reprocessing. 

Jfirgen  Trittrn,  the  Green  envi- 
ronment minister,  sought  to 
paint  yesterday’s  decision  os  a 
partial  success  even  though  it 
overturns  bis  original  plan  to  end 
reprocessing  as  soon  as  possible. 

"We  are  pleased  the  nuclear 
industry  expressly  recognised 
that  politics  must  prevail  and 
that  they  respect  the  voters'  deci- 
sion to  end  nuclear  energy  in  this 
country,"  he  said. 

Germany's  decision,  on  envi- 
ronmental grounds,  to  switch 
from  storing  high  level  nuclear 
waste  in  salt  mines  at  Gorleben  - 
now  deemed  unsafe  - to  bufiding 
Interim  above-ground  storage 
facilities  at  nuclear  power  sta- 
tions is  expected  to  several 
years. 

Manfred  Timm,  head  of  Ger- 
many's HEW  utility  and  spokes- 
man for  the  nuclear  operators, 
said  German  industry  fundamen- 
tally disagreed  with  the  govern- 
ment's plans  but  that,  as  demo- 
crats, they  respected  the  primacy 


Qarinrd  SchrOder,  Germany’s  chancellor,  eased  tensions  with  Franco  and  the 
UK  by  bricfc-lrackhg  over  plans  to  phase  out  nudear  power.  Picture:  AP 


of  politics.  He  said  the  concession 
on  reprocessing  had  been  essen- 
tial to  avoid  a “knock-out  blow" 
to  industry. 

British  Nuclear  Fuels,  which 
reprocesses  German  fuel  at  Sena- 
Held  in  Cumbria,  northern 
England,  gave  a cautious  wel- 
come to  the  German  decision. 

The  German  government  and 
industry  also  agreed  to  set  up  a 
working  party  to  study  the  cre- 
ation of  interim  storage  facilities 


for  spent  nuclear  fuel  rods  dose 
to  reactors  and  to  negotiate  the 
operational  life  spans  of  reactors. 

Industry  representatives  said  it 
could  take  six  years  to  establish 
storage  facilities.  Once  they  had 
been  set  up  Mr  SchrOder  said 
industry  had  agreed  to  “use  all 
contractually  envisaged  possibili- 
ties" to  end  reprocessing. 

Additional  reporting  by 
Andrew  Taylor  in  London 


US  to  reinstate  trade  provisions 


By  Deborah  McGregor  m Washington 

The  US  is  to  reinstate  its 
controversial  “Super  SOI"  trade 
provisions  aimed  at  highlighting 
unfair  trading  practices,  Chari' 
ene  Barsheisky,  the  US  trade  rep- 
resentative announced  yesterday. 

Ms  BarshefSky  said  renewal  of 
Super  301  authority  would 
enhance  the  US's  ability  to 
enforce  trade  agreements  and 
“promote  US  interests  around  the 
world". 

Under  Super  301  the  US  pub- 
lishes an  Jinpiiai  list  of  trading 
partners  engaged  in  unfair  trad- 
ing practices,  putting  targeted 
countries  under  pressure  to  alter 
their  behaviour. 

The  decision  comes  at  a sensi- 
tive moment,  as  the  US  seeks 


authorisation  from  the  World 
Trade  Organisation  to  retaliate 
against  the  European  Union  for 
alleged  failure  to  comply  with 
WTO  rulings  on  its  banana 
import  arrangements. 

Trade  tensions  are  also  grow- 
ing between  the  US  and  Japan, 
and  there  are  mounting  com- 
plaints from  the  US  steel  indus- 
try about  alleged  dumping  of 
steel  Imports  in  the  domestic 
market 

Renewal  of  Super  301,  which 
expired  in  1997,  adds  to  President 
Bill  Clinton’s  trade  arsenal,  and 
will  help  demonstrate  to  Con- 
gress that  his  administration 
intends  to  stand  up  for  US 
interests. 

That  may  improve  his  chan<^a 
of  winning  approval  for  fast-track 


trade  negotiating  authority. 

Ms  Barshefsky  also  announced 
the  renewal  of  Title  VII  author- 
ity, which  allows  the  US  trade 
representative  to  address  dis- 
criminatory government  procure- 
ment practices. 

“Given  the  state  of  the  world 
economy,  it  is  now  more  impor- 
tant than  ever  that  we  maintain 
these  tools,”  Ms  Barshefsky  said. 

In  the  past.  Super  301  has  been 
viewed  with  distaste  by  Amer- 
ica's trading  partners.  It  requires 
mandatory  investigations  of  any 
nation  that  is  declared  a 
“priority"  because  of  a “pattern" 
of  trade-distorting  practices  and 
non-tariff  trade  barriers. 

“Super  301  can  be  more  effec- 
tive as  a threat  than  anything 
else,"  said  former  US  trade  offi- 


cial BUI  Merten,  now  a vice-presi- 
dent of  Strategic  Planning. 

Korea,  for  example,  has  taken 
direct  steps  in  the  past  to  avoid 
being  named  on  the  annual  Super 
301  list.  When  named,  it  has 
negotiated  to  curtail  its  exports 
and  bring  its  trade  practices  into 
line  with  US  demands. 

“Last  year’s  successful  conclu- 
sion of  a market  access  agree- 
ment for  motor  vehicles  with 
Korea  demonstrated  the  effective- 
ness of  Super  301,”  said  Ms 
Barshefsky. 

The  US  claims  that  in  the  past 
Super  301  has  put  pressure  on 
Japan  to  dismantle  trade 
barriers. 

Italians  urge  EU  to  retreat,  Page  6 
Editorial  Comment,  Pago  13 


Boeing’s  aircraft 
deliveries  rise  87% 


By  Christopher  Ptakes 
In  Los  Angeles 

Boeing’s  1998  rollercoaster  ride 
ended  an  a high  with  a better- 
than-expected  return  to  profit  in 
the  fourth  quarter,  as  commer- 
cial aircraft  deliveries  rose  87  per 
cent  over  199Ts  depressed  levels. 

Boosted  by  tax  credits  worth  3 
cents  a share,  earnings  of  48 
cents,  compared  with  a loss  of  51 
cents,  were  well  ahead  of  the 
I average  Wall  Street  prediction  of 
42  cents  a share. 

Net  income  was  $465m,  com- 
pared with  a deficit  of  $498m  last 
Hme  when  results  were  hit  by  a 
charge  of  3876m  to  cover  the 
costs  of  ending  production  of  sev- 
eral McDonnell  Douglas  commer- 
cial airliners. 

Investors,  shaken  by  last  year’s 
sequence  of  upsets,  including  the 
company’s  predictions  of  reduced 
profits  and  production,  were 
unmoved  by  the  news.  Boeing 
stock  dipped  slightly  yesterday 
morning. 

Analysts  noted  forecasts  of 
Cfanmerd&l  jet  deliveries  for  next 
year  had  been  reduced  again 
from  490  to  480,  compared  with 
the  559  sold  in  1998  and  the  ffiO 
deliveries  expected  this  year. 

However,  the  effect  on  earnings 
was  likely  to  he  lessened  by  a 
small  increase  in  expected  sales 


of  the  747  Jumbo  jetliner,  its  most 
profitable  product 
The  company  said  its  stock 
repurchase  programme,  launched 
in  the  third  quarter  to  prop  up  its 
weakened  share  price,  had  so  far 
cost  SX-Sbn.  About  3£  per  cent  of 
the  outstanding  shares  had  been 
bought  compared  with  a target  of 
up  to  15  per  cent  of  the  totaL 
Revenues  in  the  commercial 
aircraft  division  rose  70  per  cent 
in  the  quarter  to  S11.4bn,  and 
accounted  for  two-thirds  of  the 
group  total. 

Operating  profits  from  airliners 
were  $2i8fn,  equivalent  to  36  per 
cent  of  group-wide  earnings  at  ' 
this  leveL  j 

For  the  year,  commercial  air-  i 
craft  made  $63m  In  operating 
profits  out  of  a total  of  gL6bn  on 
revenues  of  $56bn  compared  with 
$45£bn  in  1997. 

The  company  said  commercial 
division  marginc  had  come  under 
pressure.  In  addition,  Airbus 
Industrie,  the  European  consor- 
tium, has  stepped  up  its  attack 
on  Boeing's  market  share. 

Boeing  said  the  workforce  had 
been  reduced  from  its  1998  peak 
of  238,000  to  231,000  by  the  end  of 
the  fourth  quarter.  With  more 
than  3 JOOO  additional  jobs  due  to 

go  this  month,  the  group  expec- 
ted to  shed  about  30,000  employ- 
ees in  1999. 


irrational  exuberance 

Should  central  banks 
protect  investors? 
Martin  Wolf,  Page  13 

EU  contract 
workers  may 
win  greater 
protection 

By  Michael  Smith  tat  Brunets 

Millions  of  fixed-term  contract 
workers  in  the  European  Union 
could  soon,  win  legal  protection 
against  discrimination  in  areas 
such  as  working  hours  and  com- 
pany pensions. 

Unice,  the  European  employ- 
era’  federation,  and  the  European 
Trades  Union  Congress,  have 
agreed  an  outline  deal  that  would 
limit  the  use  of  successive  con- 
tracts and  “improve  the  quality 
of  fixed-term  work". 

The  deal  must  be  approved  by 
national  unions  and  employers' 
organisations  to  take  effect,  but 
both  Unice  and  the  ETUC  were 
hopeful  yesterday  that  it  would 
go  through. 

The  EU  has  around  17m  fixed- 
term  workers  out  of  a total  work- 
force of  150m,  some  of  whom  are 
already  protected  against  dis- 
crimination by  national  laws. 

Trade  unions  complain  that 
employers  use  short-term  con- 
tracts to  deprive  workers  of 
rights  and  benefits  they  would 
receive  if  they  were  on  the  per- 
manent payroll. 

The  agreement  would  be  only 
the  third  negotiated  between 
employers  and  unions  under 
“social  protocol"  provisions  in 
the  BlTs  1991  Maastricht  treaty. 
The  others  covered  part-time 
work  and  parental  leave. 

The  protocol  encourages  the 
“social  partners"  to  reach  agree- 
ments on  work-related  issues 
that  they  can  then  ask  govern- 
ments to  adopt  into  law. 

Employers  and  unions  began 
talks  on  fixed-term  contracts  last 
year  at  the  prompting  of  the 
European  Commission,  the  EU’s 
executive. 

The  fixed-term  agreement  is 
less  prescriptive  than  some 
employers  feared.  It  leaves  much 
of  the  detailed  implementation  of 
laws  to  member  states,  thus 
respecting  the  growing  trend  in 
the  EU  towards  subsidiarity,  the 
principle  that  decision-making  be 
devolved  to  the  lowest  appropri- 
ate leveL 

To  prevent  abase  arising  from 
< successive  continuing  fixed-term 
contracts,  the  agreement  sug- 
gests member  states  adopt  one  or 
more  of  three  options. 

National  laws,  it  suggests, 
should  require  “objective  rea- 
sons" to  be  given  justifying  the 
renewal  of  contracts,  stipulate 
maximum  durations  for  contracts 
or  limit  the  number  of  contract 

renewals. 


q^vSj| 


Jermyn  Street  quality 
at  affordable  prices 


CONTENTS 


Worid  News  North  America  7 
International  6,  Asia 

Pacific  4,  Trade  6,  UK  8 

European  News:  2,3 

ManagemcfllTTechnolofly;  9 
Comment  & Analysis  12,13 


Companies  & Finance:  15-20 
Europe  19,  The  Americas  16. 
Asia  Pacific  18. 

UK  20, 

Capital  Markets  22 
World  Stock  Markets  28-34 


You  do  km  have  to  pay  Jermyn 
Street  prices  fora  superbly 
finished  shin.  By  dealing  direct,  we 
avoid  London's  expensive  West  End 
overtieads  and  pas  the  benefit  oo  to 
you,  bringing  you  s shin  liar  only 
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provide  maximum  SpBrwkefor 
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cot  on  the  bias,  literally 
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ANTI-BALLISTIC  MISSILE  TREATY  MADELEINE  ALBRIGHT  RE-STATES  COMMITMENT  DESPITE  PLAN  TO  RESEARCH  NEW  DEFENCE  SYSTEMS  _ 


US  seeks  to  allay  Russian  fears 


news  digest  — 

„ 


MATO  TO  ISSUE  WARNING  TO  SERBS 


By  John  Thomhft  in  Moscow 
add  Stephen  Rdler 
to  Washington 


Madeleine  Albright,  US 
secretary  of  state,  yesterday 
tried  to  calm  Russian  fears 
that  the  US  intended  to 
abandon  the  Anti-Ballistic 
Missile  (ABM)  treaty,  saying 
it  remained  “central  to  our 
whole  arms  control  struc- 
ture". 

The  treaty  has  became  the 
latest  Issue  of  contention  in 
a US-Russian  relationship 
some  observers  say  has 
reached  its  chilliest  point 
since  the  end  of  the  Cold 
War.  The  treaty,  originally 
signed  by  the  US  and  Soviet 
Union  in  1972,  has  been 
called  into  question  by  a US 
decision  this  month  to  inten- 
sify research  into  a limited 
national  missile  defence  sys- 
tem. 

Although  the -US  adminis- 
tration Is  Increasing 


research  spending  on  anti' 
missile  technology,  Mrs 
Albright  stressed 
that  no  deployment  of  a 
national  missile  defence  sys- 
tem - assuming  it  works  - 
could  take  place  until  2005. 

1 think  it  is  a big  misfaiim 
if  people  believe  in  some 
form  or  another  that  deci- 
sions on  deployment  have 
been  taken,”  she  said  at  the 
end  of  a two-day  visit  to 
Moscow. 

Mrs  Albright  said  that 
although  the  US  remained 
committed  to  the  ABM 
treaty,  both  countries  had  to 
consider  the  new  security 
threats  posed  by  rogue  pow- 
ers with  access  to  rocket 
technology  and  to 
strengthen  their  defences 
accordingly. 

The  Pentagon  said  last 
week  a decision  on  whether 
to  use  a limited  national 
missile  defence  system  - far 
less  ambitious  than  the 


"Star  Wars"  system  envis- 
aged by  President  Ronald 
Reagan  in  the  1980s  - would 
be  made  nest  year.  The  aim 
was  to  counter  the  threat  of 
mis&k  attacks  from  "rogue” 
nations  such  as  North 
Korea. 

Igor  Ivanov,  Russia's  for- 
eign minister,  said  his  gov- 


cuts  in  strategic  offensive 
weapons  can  be  done  only  if 
there  is  a dear  vision  for 
preserving  and  observing 
this  [ABM]  treaty  as  the  cor- 
nerstone of  strategic  stabil- 
ity, ” said  Mr  Ivanov. 

Russia  and  the  US  have 
already  renegotiated  the 
ABM  treaty  to  allow  defence- 


Both  countries  had  to  consider  new 
security  threats,  said  Mrs  Albright 


eminent  was  studying  the 
US  proposals,  which,  have 
raised  alarm  in  Moscow  and 
prompted  thinly  veiled 
threats  that  any  unilateral 
US  moves  could  perma- 
nently derail  the  Start  I and 
Start  2 nuclear  disarmament 
agreements.  The  latter  has 
yet  to  be  ratified  by  the  Rus- 
sian state  Duma. 

“We  believe  that  further 


systems  against  lower  speed 
missiles.  But  the  renegoti- 
ated treaty  would  not  permit 
the  means  to  defend  against 
intercontinental  ballistic 
missiles,  higher  speed  weap- 
ons now  viewed  as  the  main 
threat 

William  Cohen,  US  defiance 
secretary,  said  last  week  the 
treaty  could  be  amended 
again  by  negotiation  with 


Russia  to  take  account  of  the 
proposed  missile  defence  sys- 
tem. Be  said  either  party 
could  withdraw  from  ABM 
given  six  months'  notice  “if 
a party  concludes  it’s  in  its 
supreme  national  Interest". 

Russian  officials  were 
briefed  before  the  announce- 
ment. US  nfnHaTg  said  the 
system  proposed  would  aim 
to  counter  a small  number  of 

inretning  mlssfles  and  would 
have  no  effect  on  the  strate- 
gic balance  between  the  US 
and  Russia,  which  still  has  a 
huge  nuclear  arsenal.  How- 
ever, the  announcement  fed 
gathering  Russian  fears  that 
Its  superpower  status  is 
being  further  undermined  by 
provocative  US  actions. 

The  Pentagon  decision 
appears  to  have  little  to  do 
with  Russia.  The  Pentagon 
has  long  favoured  building  a 
missile  defence  system,  but 
the  Clinton  administration 
had  held  back,  despite 


intense  pressure  from 
Republicans  in  Congress 
who  argued  the  US  was  at 
risk  from  missile  attack. 


West  may  force  Kosovo 
combatants  into  talks 


Several  developments  over 
the  past  few  months  have 
led  to  a shift  in  the  adminis- 
tration's position  - beyond 
the  domestic  political  rea- 
soning of  denying  the 
Republicans  an  election  year 
campaign  issue. 

In  August.  North  Korea 
launched  a test  missile, 
unexpectedly  containing 
three  stages,  which  could 
theoretically  threaten 
Alaska,  Hawaii  and  parts  of 
mntiTnwtal  US. 

This  followed  a July  report 
to  Congress  by  a special 
commission  headed  by  Don- 
ald Rumsfeld  which  argued 
new  missile  threats  were 
developing  and  the  US  might 
have  “little  or  no  warning" 
of  operational  deployment  of 
new  haTUaHc  missiles. 


saisiliK®' 

nation  -p  a for  interim 

President  Slobodan  Milosevic  of 
fece-to-tac* 

Vienna,  mediated  by  the  US  envoy, 

SShhi  the  European  Union  Kosovo  emissary.  Wolfgang 
|3S*  Russia's  deputy  foreign  master. 

kovic  said  Hfe  saw  no  point  to  the  western  ptanfor  direct 
oeace  and  said  the  international  community  shouW 
Stastee  that  Kosovo  province  was  part  of  Serbta. 

Albanian  leaders,  including  those  rapjresa*- 
irv  wpSt  guerrillas,  said  they  wxdd  "ott3*e 
talks  on  the  province's  future  until  Serbian  forces  stopped 
attacking  their  people.  Reuters,  London 


Vatican 
changes 
rules  on 


exorcism 


By  James  BGtz  hi  flame 


The  Vatican  yesterday 
revised  the  Catholic 
Church’s  rites  to  exorcise 
the  devil  for  the  first  time  in 
four  centuries,  but  it  warned 
that  belief  in  the  devil's  exis- 
tence was  essential  Tor  the 
faith. 

Unveiling  a new  84-page 
red  leather-bound  book,  a 
senior  Vatican  official  under- 
lined Pope  John  Paul's  belief 
that  the  devil  is  very  much 
in  the  world  and,  in  the  pon- 
tiff's view,  "a  cosmic  liar  and 
murderer". 

Cardinal  Jorge  Medina 
Estevez,  who  presented  the 
revised  rites  at  a Vatican 
press  conference,  said:  “The 
existence  of  the  devil  isn't 
an  opinion,  something  to 
take  or  leave  as  you  wish. 
Anyone  who  says  he  doesn't 
exist  wouldn’t  have  the  full- 
ness of  the  Catholic  faith.” 

The  cardinal  said  the  dev- 
il's force  comes  through  j 
widespread  acceptance  of 
"lies  and  deceit,  idolising 
money  and  idolising  sex".  I 

Under  Catholic  teaching, 
bishops  may  carry  out  the 
exorcism  rite  themselves  or 
nominate  one  priest  in  their 
dioceses  to  do  so.  According 
to  senior  Church  figures 
quoted  in  La  Repubblica 
newspaper  at  the  weekend, 
the  number  of  Catholics  who 
are  exposed  to  some  form  of 
diabolical  force  is  about  five 
or  six  in  every  1,000. 

Even  with  yesterday's 
changes,  the  rite  of  exorcism 
remains  essentially  the 
same.  It  involves  making  the 
sign  of  the  cross,  laying  on 
of  hands,  sprinkling  holy 
water  and  ordering  the  devil 
to  leave  the  possessed  per- 
son. However,  the  new  rites 
make  some  amendments  to 
the  21  rules  for  exorcism 
drawn  up  by  Camillo  Borgh- 
ese,  later  Paul  VI,  in  1614. 
The  revisions,  which  have 
been  worked  on  for  years  by 
a group  of  international 
theologians  and  liturgical 
scholars,  take  some  account 
of  the  evolution  of  psychiat- 
ric medicine. 

In  particular,  they  warn 
exorcists  against  attempting 
to  heal  people  who  are,  in 
reality,  mentally  111.  Exor- 
cists must  “not  think  pos- 
sessed by  a demon  someone 
who  is  suffering  from  some 
illness,  above  all  psychic”,  or 
who  is  "the  victim  of  one’s 
own  imagination". 


EU  seeks 
to  ban 
vehicle 
bull  bars 


INTERNATIONAL  OLYMPIC  COMMITTEE 


Switzerland  confirms  tax  break 


By  Mchael  Sndtb  in  Brasssfs 


France's  first  nuctoar-powsrad  ufrcraft  carrier  Charles  de  Gaufle  leaves  the  port  of  Brest  for  Rs  first  sea  trials  yesterday,  accompanied  by 
sewn  tug  boats.  The  Charies  de  Qaula,  which  took  10  yean  to  buid  at  a cost  of  almost  RFr20bn  (€3bn,  $L53bn)  wfl  become  the  flagship 
of  tire  French  navy  when  it  enters  service  at  the  end  of  1999.  Problems  in  developing  the  nuclear  proputaton,  hownw,  could  lead  Franca 
to  consWar  using  conventional  power  for  a planned  eater  carrier.  The  Charles  de  Qaida  is  2frtJSm  long,  75m  Ngh,  64.3m  wide  and 
displaces  34,600  tomes.  It  can  cany  40  aii  craft  and  will  replace  France's  last  surviving  aircraft  carrier,  the  Foch,  which  has  been  In 
service  far  nearly  40  years.  Despite  afl  the  Wgh  technology,  the  Foch  is  faster  than  the  Charles  de  Gaulle  - 32  knots  against  27.  Reuters 


COALITION  DISPUTE  EU  COMMISSIONER  IN  CONTROVERSY  OVER  ALLEGED  DONATIONS 


Political  gift  claim  rocks  Dublin 


By  Juba  Murray  Brawn 
in  Dublin 


A dispute  over  alleged 
political  donations  to  Pad- 
raig  Flynn,  Ireland's  Euro- 
pean commissioner,  is 
threatening  the  staMEty  of 
Ireland's  18-month-old 
minority  coalition,  with  Ber- 
tie Ahem,  the  prime  minis- 
ter, under  pressure  to  clarify 
Ids  links  with  the  business- 
man behind  the  claims. 

Relations  between  Mr 
Ahern’s  populist  Fianna  Fail 
party  and  his  coalition  part- 
ners, the  right  of  centre  Pro- 
gressive Democrats  (PD), 
worsened  yesterday  when 
Mr  Ahern  admitted  holding 
three  meetings  with  Tom 
Gilmartin,  a London-based 
Irish-born  property  devel- 
oper. On  Monday  Mr  Ahem 
had  said  he  could  recall  only 
one  such  meeting. 

Mr  Gilmartin  says  there 
were  four  meetings  at  which 


he  told  Mr  Ahem  of  the 
donation  of  I£5O000  (€83,480, 
$73,500)  to  Mr  Flynn  when 
Mr  Flynn  was  a Fianna  Fail 
minister.  Mr  Flynn  has  said 
he  did  not  take  any  "money 
for  Savours". 

The  row  took  off  after  Mr 
Flynn's  denials  on  a Dublin 
television  chat  show  so 
incensed  Mr  Gilmartin  that 
he  reversed  his  earlier  deci- 
sion and  said  he  would  give 
evidence  to  a government- 
appointed  tribunal  into  plan- 
ning irregularities. 

John  Bruton,  the  conserva- 
tive Fine  Gael  leader,  and 
Ruairi  Quinn,  Irish  Labour 
party  leader,  said  yesterday 
they  might  call  for  a vote  of 
no  confidence  in  Mr  Ahem, 
which  could  trigger  an  early 
general  election.  Fine  Gael 
has  formally  demanded  the 
suspension  of  normal  Dali 
business  today  to  discuss  the 
allegations. 

Before  yesterday's 


acknowledgement  by  Mr 
Ahem,  Mary  Harney,  the  PD 
leader,  had  offered  him  only 
qualified  support,  comment- 
ing she  had  no  reason  "as  of 
now"  to  disbelieve  his  ver- 
sion of  events.  But  Ms  Har- 
ney’s party  members  face  a 
quandary.  They  are  anxious 
to  distance  themselves  from 
the  sleaze  claims  targeted  at 


Fianna  Fail,  yet  aware  that 
if  they  pull  out  of  govern- 
ment. with  only  four  Dail 
seats  they  may  not  survive 
as  a party. 

The  more  immediate  casu- 
alty could  be  Mr  Flynn,  the 
social  affairs  commissioner. 
Even  before  this  latest  row, 
the  loquacious  former  Mayo 
county  councillor,  seemed 
unlikely  to  be  nominated  by 
the  Irish  government  for 
another  term.  But  such  is 
the  anger  at  his  cavalier  mis- 
handling of  the  scandal  that 
some  Fianna  Fail  deputies 
were  yesterday  demanding 
his  immediate  resignation. 

The  allegations  have  set 
back  efforts  to  draw  a line 
under  Fianna  Fail's  che- 
quered past,  usually  associ- 
ated with  Charles  Haughey, 
the  former  prime  minister, 
who  fetes  investigations  into 
his  affairs  and  his  accep- 
tance of  a I£L2m  gift  from  a 
Dublin  stores  owner. 


The  European  Commission 
is  to  propose  a ban  on 
built-in  bull  bars  on  new 
cars  amid  concern  that 
improvements  in  car  safety 
have  benefited  passengers  at 
the  expense  of  pedestrians. 

Neil  Klnnock,  transport 
(v>mmigginn»ri  said  the  ban 
on  the  metal  bars  fitted 
across  the  front  of  vehicles 
would  be  part  of  a package 
of  manufacturing  standards 
he  planned  to  bring  forward 
in  the  summer  to  guarantee 
higher  levels  of  pedestrian 
protection. 

He  disclosed  bis  intentions 
while  welcoming  results  of  a 
Commission-backed  study 
showing  Improved  levels  of 
safety  for  drivers  and  pas- 
sengers of  best-selling  family 
cars. 

Mr  Klnnock  said  there  was 
a downside.  “It  seems  that  as 
cars  are  being  designed  to 
offer  greater  protection  for 
occupants,  the  rigidity  of  the 
structure  is  becoming  less 
forgiving  to  potential  pedes- 
trian victims".  Frontal  struc- 
tures of  cars  were  being 
strengthened  in  a way  that 
could  cut  pedestrian  protec- 
tion. The  proposed  ban  on 
hull  bars  is  likely  to  be  wel- 
comed by  consumer  groups 
which  have  long  argued  of  I 
their  dangers. 

However,  the  Commission  I 
is  unlikely  to  recommend  a 1 
ban  on  motorists  fitting  bull  , 
bars  on  to  their  vehicles  | 
after  they  buy  them,  because 
that  would  be  a subject  for 
national  legislation. 

The  tests  were  carried  out 
by  the  European  new  car 
assessment  programme 
(EuroNCAP)  which  is  backed 
by  the  Commission,  the 
Dutch,  Swedish  and  British 
governments  and  by  Euro- 
pean motoring  and  con- 
sumer organisations. 

Of  the  six  cars  tested,  the 
Ford  Focus,  Mercedes  A 
Class,  Opel  Astra  and  Ren- 
ault Megane  scored  maxi- 
mum four-star  ratings  for 
protection  in  accidents 
involving  front  and  side 
impact  The  Ford  Escort  and 
the  Nissan  Almera  received 
two  stars. 


Switzerland  is  pressing  ahead  with 

national  Olympic  Committee  a 'rakia^  >n  order 

not  to  damage  fts  chances  of  winning  the  2006  write 
games  in  the  Swiss  city  of  Sion.  The  econor^ voted 

tion  committee  of  the  tower  house  o( 
by  a majority  of  12  to  11  to  make  the  IOC  and  tho  Olym- 
pic  Museum  exempt  from  a new  vaiue-added  fox.  , 

Switzerland  Is  home  to  many  irtemationak 
organisations  that  have  tradibona^P^notax^^o  »C  f 
has  been  free  from  direct  government  Ta^arKsns^eJsai. 
However,  the  timing  of  the  Swiss  decision  f**£*™^ 

since  it  comes  only  days  after 

IOC  tried  to  expel  six  of  its  members 

from  Salt  Lake  City,  which  will  host  the  2002  winter  CHym- 

P*Sion  is  vying  with  Wagenfurt  (Austria). 

(Poland),  Helsinki  (Finland).  Poprad-Tatry  (Slovakia)  and 
Turin  fttaM  for  the  2006  winter  games. 

Khspar  ViWfger.  Swiss  finance  minister,  is  understood  to 
have  been  against  exempting  the  IOC  from  the  tax  but 
was  overruled  by  other  ministers.  The  plan  has 
been  approved  by  the  upper  house  of  the  Swiss  Parlia- 
ment but  still  needs  the  fmaJ  approval  of  the  lower  house. 

Adolf  Ogi.  Swiss  sports  minister  and  a former  ski  cham- 
pion, said  if  Switzerland  had  reneged  on  the  decision  to 
exempt  the  IOC  from  VAT.  it  would  have  thrown  into  ques- 
tion Sion's  candidature.  William  Hall,  Zurich 


WORLD  BANK  LOAN 


Romania  pressed  on  reforms 


The  World  Bank  yesterday  imposed  conditions  on  the  £ 
granting  of  a $300m  structural  adjustment  loan  to  Romania  i 
to  help  restructure  Its  weak  financial  and  banking  sector, 
requiring  that  the  country  continue  on  the  path  of  eco- 
nomic reform. 

Referring  to  Romania's  previous  non -compliance  with 
World  Bank  loan  accords,  Andrew  Vorkink.  the  Bank's 
Romania  director,  said  agreements  must  be  adhered  to 
and  followed  through.  Mr  Vorkink  was  speaking  at  the  end 
of  a six-day  visit  to  Bucharest 

Both  the  World  Bank  and  the  International  Monetary 
Fund  are  making  conditional  fresh  credits  to  Romania  after 
the  passing  of  this  year's  draft  budget,  planned  to  run  a 
deficit  equal  to  2 per  oent  of  gross  domestic  product,  and 
the  re-capitalisation  of  Bancorex,  a state  bank. 

Unless  Romania  can  secure  fresh  loans,  it  risks  default- 
ing on  its  foreign  debt  This  year,  the  country  faces  foreign 
debt  service  payments  of  $2.9bn.  Official  foreign  reserves 
stand  at  $1.8bn.  Joe  Cook,  Bucharest 
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CZECH  ECONOMY 


Growth  forecast  slashed 


The  Czech  finance  ministry  has  slashed  its  forecast  tor 
economic  growth  because  the  country's  recession  is  prov- 
ing longer  and  deeper  than  expected. 

The  ministry  has  changed  its  growth  forecast  for  1999 
from  a 1.8  per  cent  increase  to  a decline  of  0.2  per  cent  It 
has  also  revised  its  prediction  for  average  inflation  down  to 
5.1  per  cent  from  7.8  per  cent,  and  raised  its  unemploy- 
ment forecast  to  9.5  per  cent  from  8.7  per  cent 
The  Czech  Republic  has  already  experienced  three  quar- 
ters of  negative  growth  and  the  finance  ministry  expects 
last  year's  overall  decline  to  total  2.6  per  cent. 

The  change  in  the  forecasts  casts  doubt  on  whether  the 
goyiornnient  will  keep  to  Its  fiscal  deficit  target  of  Kc3lbn 

****?' 1 *?***  1 -6  per  oent  of  gross  domestic 
product  Robert  Anderson,  Prague 
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PORTUGUESE  WAGES 


Bonn  sets  up  EU  financing  timetable  Public  sector  pay  rise  agreed 
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The  German  government 
has  drawn  up  a hectic  time- 
table and  negotiating  strat- 
egy to  reach  agreement  by 
the  end  of  March  on  the 
future  financing  of  the  Euro- 
pean Union. 

It  will  involve  no  fewer 
than  two  summit  meetings 
and  seven  alternative  ways 
of  reducing  its  own  heavy 
□et  budget  contributions. 

Any  hopes  of  reaching  a 
deal  by  the  deadline  will 
require  big  concessions  by 
all  15  member  states,  accord- 
ing to  senior  German  offi- 
cials working  on  organising 
the  programme  for  their 
country's  six-month  EU  pres- 
idency. 

Other  EU  diplomats 
believe  their  chances  of  suc- 
cess are  no  better  than  50-.50, 
and  fear  that  failure  in 
March  could  delay  any 
agreement  beyond  the  end  of 
1999,  when  the  present  legal 
basis  for  EU  financing  offi- 
cially expires. 

The  new  red-green  coali- 


tion in  Bonn  is  adamant  that 
any  solution  must  involve  a 
cut  in  its  own  DM22bn 
(€11 .2 bn,  $13bn)  burden  of 
net  contributions,  as  well  as 
a freeze  on  the  growth  of  an 
EU  spending  up  to  2006. 

It  is  also  determined  to 
force  through  a real  reduc- 
tion. In  spending  on  the  com- 
mon agricultural  policy, 
which  consumes  almost  half 
the  Brussels  budget. 

The  drive  for  a compro- 
mise will  bring  great  politi- 
cal Dress  ore  to  bear  on 
Britain  to  agree  to  renegoti- 
ate its  existing  budget  rebate 
of  about  €3bn  ($3.5bn)  a 
year- 

Senior  political  advisers  in 
Bonn  say  that  Gerhard 
SchrOder,  the  German  chan- 
cellor, is  ready  to  blame  the 
UK  for  failure  if  the  British 
government  refuses  to  con- 
template any  change  In  the 
present  system. 

At  the  same  time,  France 
would  be  hit  hardest  by  pro- 
posed changes  in  farm  pol- 
icy, while  Spain  is  being 
asked  to  accept  large  cuts  in 
the  "cohesion"  funds  it 


receives  to  catch  up  other 
economies  in  the  euro-zone. 

The  latest  proposals  drawn 
up  in  Bonn  would  also  hit 
Italy,  which  has  hitherto 
escaped  relatively  lightly  In 
attempts  at  fairer  sharing  of 
the  EU  financing  burden. 

Germany  is  suggesting 
scrapping  budget  contribu- 
tions based  on  value-added 
tax  (VAT)  and.  linking  con- 
tributions more  directly  to 
gross  national  product  - a 
change  which  would  hit 
Italy  hardest,  followed  by 
Belgium.  Denmark  and  Fin- 
land. 

"We  want  a compromise 
that  is  workable,"  says 
Gtlnther  Verheugen.  Ger- 
many's European  affairs 
minister,  who  is  involved  in 
the  folks 

"But  we  are  under  domes- 
tic pressure.  Any  solution  is 
not  automatically  a good 
solution." 

Germany  is  suggesting 
seven  alternative  ways  of 
reducing  its  excessive  net 
contributions,  as  well  as 
those  of  Austria,  the  Nether- 
lands and  Sweden. 


As  outlined  by  officials  in 
Bonn,  the  suggestions  would 
require  all  member  states  to 
make  concessions. 

They  include:  real  stabilis- 
ation of  farm  spending  at  the 
1999  budget  level;  spending 
on  structural  funds  not  to 
increase  above  the  annual 
average  of  1994-99;  a cap  on 
net  contributions  at  a spe- 
cific level  - say  L3  or  1.4  per 
cent  of  gross  national  prod- 
uct; and  abolition  or  renego- 
tiation of  the  UK  rebate. 

Also  included  would  be; 
the  scrapping  of  cohesion 
funds  for  countries  now  in 
the  euro-zone;  co-financing 
of  part  of  the  farm  budget  by 
national  capitals:  scrapping 
the  VAT-based  part  of 
national  contributions  to  the 
EU  budget  in  favour  of  the 
fairer  GNP-base,  and  allocat- 
ing regional  funds  purely  on 
the  basis  of  regional  per  cap- 
ita incomes. 

The  problem  for  Germany 
is  that  its  own  determination 
to  reduce  its  net  contribu- 
tions could  well  be  the  main 
factor  complicating  the  nego- 
tiations on  the  whole  finan- 


cial package,  known  as 
Agenda  2000.  But  Bonn 
insists  there  is  understand- 
ing for  its  position. 

“Everything  is  still  on  the 
table,"  Mr  Verheugen  said. 
“Co -financing  meets  real 
resistance  from  the  French. 
It  is  not  only  President  Chi- 
rac. But  we  are  still  tearing 
We  are  also  talking  to  the 
UK  about  the  rebate. 

“If  we  say  ft  must  be  dealt 
with  in  Isolation,  we  get  a 
flat  No.  But  if  we  talk  about 
the  whole  package,  and  if 
the  whole  package  elimi- 
nates reasons  for  the  rebate, 
we  can  perhaps  talk  about 
it" 

To  push  through  the  pack- 
age. the  German  government 
ifi  proposing  a week-long 
form  ministers'  council  at 
the  end  of  February,  fol-  i 
lowed  immediately  by  an 
informal  summit  of  EU  ' 
heads  of  state  and  govern-  1 
rnant  at  the  Petersberg  state 
guest  house  outside  Bonn 

Fimnre  and  foreign  minis- 
ters will  meet  again  in  early 
March,  with  a final  deal  at 
the  end  of  the  month. 
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Turkey  seeks  to  win  IMF  praise  and  support 


By  Loyhi  Boulton  in  Istanbul 

Turkey  mil  today  begin 
efforts  to  persuade  the  Inter- 
uational  Monetary  Fund  that 
it  deserves  praise  and 
pledges  of  financial  support 
for  continuing  its  economic 
reforms  in  the  run-up  to  a 
genera]  election  on  April  18. 

A delegation  from  the 
Fund  is  arriving  today  to 
begin  an  assessment  of  the 


country's  progress  in  carry- 
ing out  an  18-month  reform 
programme  agreed  last  year. 

Bulent  Ecevit,  the  centre- 
left  caretaker  prime  minis- 
ter. recently  called  for  IMF 
help  to  ease  the  burden  of 
$24bn  in  debt-servicing  obli- 
gations due  during  the  first 
four  months  of  this  year. 

' Mr  Ecevit  has  promised  to 
avoid  Turkey’s  tradition  of 
pre-election  spending  sprees. 


He  and  the  two  centre-right 
parties  that  support  his 
minority  government  are 
trying  to  agree  to  push 
through  parliament  next 
week  a budget  for  1999  and  a 
law  to  strengthen  supervi- 
sion of  the  hanking  system. 

Officials  are  also  due  to 
consider  how  they  can 
restart  a privatisation  pro- 
cess stalled  late  last  year  by 
corruption  scandals,  which 


brought  down  the  previous 
government. 

Ajay  Chhibber,  World 
Bank  director  in  Ankara, 
said  Turkey  had  by  and 
large  met  inflation  and  fiscal 
targets  agreed  with  the  IMF 
for  last  year  and  deserved 
international  help  if  it  con- 
tinued efforts  to  stabilise  the 
economy. 

The  Bank  for  its  part  is 
preparing  a loan  to  provide 


working  capital  for  other- 
wise strong  Turkish  export- 
ers hit  by  high  real  interest 
rates.  Erkut  Yucaoglu,  chair- 
man of  Tusiad.  the  Turkish 
business  confederation, 
described  high  real  interest 
rates  - which  recently  shot 
up  to  50  per  cent  - as  “the 
only  thing  that  has  gone 
astray”  In  Turkey's  stabilisa- 
tion efforts. 

Like  other  Turkish  busi- 


nessmen, he  argued  that  ver- 
bal support  boosting  the  con- 
fidence of  the  international 
financial  community  in  Tur- 
key was  the  biggest  contri- 
bution that  could  be  expec- 
ted from  the  Fund  before  an 
election. 

This  could  lower  the  cost 
of  borrowing  and  Improve 
Turkey's  access  to  cheaper 
foreign  loans. 

“Sentiment  is  very  impor- 


tant," agreed  a spokesman 
for  Akbank,  one  of  the  coun- 
try's biggest  private  sector 
banks.  "The  Turkish  econ- 
omy so  far  has  dealt  with 

the  global  crisis  very  well  so 
any  positive  signal  coming 
from  the  international  com- 
munity. especially  the  IMF, 
is  very  .important  for  the 
Turkish  economy  and  its 
access  to  international 
funds." 


Aznar  hopes  for  progress  bn 
long  march  to  the  centre 

Spain’s  prime  minister  is  seeking  to  modernise  his  party  while 
still  retaining  its  conservative  polices,  writes  David  White 


Leading  a centre-right 
government  In  western 
Europe  is  a lonely  expe- 
rience these  days.  Shortly 
before  Jos6  Marla  Aznar  led 
his  Popular  party  (PP1  to  vic- 
tory In  Spain  three  years 
ago,  Portugal  went  the  other 
way.  electing  a Socialist 
administration  after  a 
decade  of  centre-right  rule. 
Since  then  Italy,  Britain, 
France  and  Germany  have 
also  chosen  governments  of 
the  left. 

But  the  Spanish  prime 
minister  has  a plan  to  recast 
the  image  of  his  conserva- 
tive party,  mirroring  the  UK 
Labour  party's  redesign 
under  Tony  Blair  and  aimed 
at  breaking  the  moulds  of 
traditional  perceptions  about 
right  and  left  . 

At  a party  congress  this 
weekend,  the  first  since  he 
won  power  almost  three 
years  ago.  he  wants  to  give 
the  PP  a younger,  softer  pro- 
file, projecting  it  as  a prag- 
matic, user-friendly  party. 

Mr  Aznar  has  established 
surprisingly  good  relations 
with  Mr  Blairi  an  almost 
exact  contemporary.  And 
Spain  has  found  some  com- 
mon ground  with  the  UK  in 
the  European  Union,  notably 
on  labour  policy. 

In  the  European  Christian 
Democrat  grouping,  the 
European  People's  party,  set 
to  meet  in  Brussels  next 
week,  he  has  taken  over  the 
mantle  of  Helmut  Kohl,  the 
former  German  chancellor, 
as  chief  luminary. 


His  government  rides  high 
on  solid  economic  growth, 
increased  employment,  low 
inflation  and  general  confi- 
dence about  Spain's  future 
in  the  Europe  of  the  euro. 
The  PP  has  pulled  ahead  in 
the  polls.  The  Socialists,  who 
have  not  yet  regrouped  into 
an  effective  opposition,  trail 
between  four  and  nine 
points  behind,  the  biggest 
gap  since  the  1996  elections. 

Re-election  next  year  now 
appears  easily  within  the 
PP's  reach.  But  the  party 
still  faces  a barrier  to  its 
electoral  potential:  a linger- 
ing- tendency  of  many  Span- 
iards to  associate  it  with  the 
old  Spanish  right  and  the 
post-civil  war  dictatorship, 
which  ended  only  with  Gen- 
eral Franco's  death  in  1975. 

Mr  Aznar  is  looking  for  a 
crucial  breakthrough  to 
achieve  the  absolute  parlia- 
mentary majority  he  now 
lacks,  or  at  least  come  close 
enough  to  be  able  to  do  with- 
out regional ist  allies. 

The  centrist  platform  has 
more  to  do  with  marketing 
than  changes  in  substance. 
One  senior  government  plan- 
ner said  there  was  no  pro- 
posal to  alter  course  on 
existing  economic  or  social 
policies.  ‘'Centrism  is  not 
revolution,"  he  declared.  It 
was.  however,  “a  good  politi- 
cal message”. 

Mr  Aznar  began  -the 
changes  last  summer  when 
he  dropped  a distinctly 
high-handed  cabinet  spokes- 
man. At  the  PP  congress,  he 


wants  a wide-reaching  gener- 
ational shift,  taking  a lesson 
from  the  experience  of  the 
Socialists,  who  failed  to 
renew  their  hierarchy  dur- 
ing 13  years  in  government. 

He  has  already  named  41- 
year-old  Javier  Arenas,  who 
as  labour  minister  got  on 
rather  better  with  unions 
than  with  employers'  lead- 
ers, to  run  the  party 
full-time  as  secretary- 
general.  Like  several  other 
top  Aznar  aides.  Mr  Arenas 
came  to  the  PP  from  the 
defunct  Union  of  the  Demo- 
cratic Centre,  the  centrist 
party  that  governed  during 
Spain ’a  early  post-Franco 
transition. 

The  secretary-general  for 
the  last  10  years  - since 
shortly  before  Mr  Aznar 
became  leader  - was  Fran- 
cisco Alvarez-Cascos,  a bull- 
like figure  who  has  played 
the  role  of  strongarm  man 
He  remains  deputy  prime 
minister  but  has  been  dis- 
credited by  an  embarrassing 
mess  in  his  electoral  baili- 
wick, the  northern  Asturias 
region.  Falling  out  with  the 
regional  president,  he  tried 
to  force  Mm  from  office  and 
ended  by  forcing  him  out  of 
the  party  instead,  provoking 
the  formation  of  yet  another 
regionalist  party  and  depriv- 
ing the  PP  of  its  relative 
majority  in  the  regional  par- 
liament: 

However,  there  was  never 
any  question  about  Mr 
AJvarez-Cascos’  loyalty  to 
Mr  Aznar.  The  PP  is  not  a 


Jose  Marfa  Aznar  (right}  with  Tony  Hair  last  year.  Aznar  is  hoping  to  mirror  tha  UK  Labour  party's  redesign  under  Blair 


party  open  to  rival  factions. 
The  quietly  determined  Mr 
Aznar  has  it  ever  more 
under  his  thumb,  talking 
increasingly  of  its  ambitions 
in  the  first  person  singular. 

Many  saw  his  way  of 
ordering  the  changes  as 
Olympian.  He  named  not 
only  the  PP  secretary- 
general,  to  be  chosen  by  the 
party  this  weekend,  but  also 
the  new  president  of  the  sen- 
ate. The  PP's  majority  in  the 
upper  house  guarantees  that 
its  candidate  wins  but  it  is 
still  supposed  to  be  an 
elected  post. 

Until  last  week,  Mr  Aznar 


doggedly  kept  the  same  cabi- 
net team  for  32  months,  a 
record  since  Franco  times. 
The  changes,  when  they 
came,  were  minor,  dictated 
mainly  by  electoral  consider- 
ations. More  new  faces  are 
expected  in  the  party. 

The  aim  of  making  "a 
moderate  party  of  the  cen- 
tre" goes  back  to  Mr  Aznar’s 
arrival  as  PP  leader  in  1990. 
"This  voyage  to  the  centre  is 
longer  than  Mao’s  long 
march,”  Felipe  Gonzalez,  for- 
mer Socialist  prime  minister, 
commented  sarcastically. 
"Where  could  they  be  com- 
ing from  to  take  so  long  get- 


ting to  the  centre?” 

Unlike  the  Socialists  on 
the  left,  the  PP  occupies  a 
whole  spectrum  from  the 
centre  to  the  right,  with  no 
serums  far-right  competitors 
other  than  isolated  rabble- 
rousers.  This  hegemony, 
shared  only  with  conserva- 
tive regionalist  parties, 
makes  it  vulnerable  to 
attack.  Mr  Aznar’s  appear- 
ance on  a Barcelona  campus 
this  month  attracted  a "Fas- 
cists out”  protest,  countered 
by  heavy-handed  police 
action  that  led  the  univer- 
sity to  declare  tbe  prime 
minister  persemn  rum  grata. 


Although  the  PP's  top  ech- 
elons have  been  modernised, 
there  are  still  traces  of  the 
old  guard  at  town  and  vil- 
lage leveL  The  PP-controlled 
council  of  Santander,  a 
regional  capital,  drew  atten- 
tion recently  by  refusing  to 
change  the  name  of  the 
square  outside  the  city  hall. 
It  remains,  in  honour  of 
Franco.  Plaza  del  Getter- 
alisimo.  None  of  this  is  likely 
to  be  visible  at  the  party 
congress,  however.  The  gov- 
ernment and  its  policies  may 
show  little  change,  but  this 
is  the  occasion  for  the 
launch  of  Aznar  Mark  H 


Court 
boost  for 
parallel 
vehicle 
importers 

By  John  Griffiths 


The  Belgian  sales 
subsidiaries  of  four  Japanese 
motorcycle  manufacturers 
have  been  fined  a total  of 
BFr453m  tCl.lm.  SI 3m]  by 
tbe  European  Court  of  Jus- 
tice for  anti-competitive 
practices  hindering  the  sale 
of  their  machines  by  parallel 
importers. 

The  Belgian  sales  compa- 
nies or  Honda.  Suzuki, 
Yamaha  and  Kawasaki  were 
found  guilty  of  n number  of 
practices  making  it  difficult 
for  parallel  importers,  seek- 
ing to  sell  new  motorcycles 
obtained  through  non-fran- 
chised  channels  for  up  to 
one-third  less  Lhan  the  man- 
ufacturers' outlets,  to  obtain 
homologation  certificates. 
Such  certificates  confirm  tbe 
machines'  compliance  with 
Belgian  vehicle  legislation. 

The  court's  decision,  in  a 
little  publicised  Judgment 
last  week,  could  help  the 
case  of  unofficial  car  import- 
ers across  Europe  fighting  to 
sell  Japanese  and  other  cars 
at  below  the  prices  set  by 
manufacturers. 

Motorcycle  and  car  makers 
have  become  increasingly 
concerned  at  the  activities  of 
the  parallel  importers  across 
Europe.  Prices  of  new  motor- 
cycles have  plunged  by 
about  30  per  cent  os  manu- 
facturers have  increasingly 
been  forced  to  to  match 
prices  for  "grey"  imports. 
Grey  imports  already 
account  for  one  quarter  or 
more  of  total  motorcycle 
sales  in  some  EU  markets 
such  as  the  UK. 

Honda  last  month  started 
legal  proceedings  against 
parallel  motorcycle  traders 
in  the  UK.  alleging  that  the 
dealers'  activities  infringe  its 
trademarks.  An  Initial  hear- 
ing is  expected  in  the  High 
Court  next  month. 

Honda  is  invoking  recent 
precedents  set  by  EU  rulings 
favouring  trademark  owners 
Levi's  jeans  and  Silhouette 
sunglasses  in  cases  against 
supermarkets. 
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Beijing  in  ‘Silicon  Valley’  push 


B*  James  Kynge  in  Bepng 

The  authorities  running 
China's  “Silicon  Valley”  are 
preparing  to  seek  foreign 
venture  capital  to  realise 
plans  to  create  one  of  the 
world's  leading  high-tech 
enclaves  in  Beijing. 

The  development  plan  for 
the  Haldian  experimental 
high-technology  zone  envis- 
ages that  the  total  revenues 
of  companies  within  the 
zone  will  increase  from 
Rmb45bn  ($5.4bn)  last  year 
to  RmbMObn  in  2010. 

Officials  said  that  to 
achieve  this,  investments  of 
at  least  Rmbioobn  would  be 


needed  by  2010.  “We  are  wel- 
coming foreign  venture  capi- 
tal companies  and  also  try- 
ing to  increase  the  role  of 
domestic  venture  capital 
Anns,"  said  Wang  Sihong, 
director  of  Haithan's  admin- 
istration commission. 

“Tlie  [central]  government 
has  realised  there  is  a prob- 
lem of  Insufficient  venture 
capital,”  she  added.  Ms 
Wang  said  that  authorities 
would  soon  approve  the  set- 
ting-up of  a Sinn-foreign  ven- 
ture capital  company,  and 
other  approvals  would  fol- 
low. 

Several  investments  have 
already  been  made  in  Hai- 


dian  companies  by  foreign 
venture  capitalists,  some 
from  Silicon  Valley  In  Calif- 
ornia, company  executives 
said.  But  inertia  and  insuffi- 
cient skills  among  China’s 
big  four  state-run  banks 
have  meant  that  many  prom- 
ising young  companies  have 
been  unable  to  raise  finance. 

“The  state  banks  will  not 
lend  more  than  the  collateral 
value  of  your  real  estate,” 
said  Wang  Zhidong,  presi- 
dent of  Slna  Inc,  a software 
and  internet  company. 
“They  have  little  ability  to 
assess  intellectual  value.” 

Supplied  by  graduates 
from  Beijing  and  Qingbua 


Universities,  the  Haidian 
area  buzzes  with  intellectual 
energy.  Some  companies, 
such  as  Legend,  the  leading 
mainland  Chinese  computer 
company,  have  groWn  rap- 
idly from  humble  origins  in 
Haidian  and  are  now  big 
enough,  to  secure  lending 
from  Chinese  banks. 

But  the  number  of  smaller 
companies  chronically  short 
of  capital  is  large.  Rasing,  a 
biotechnology  company  with 
about  SO  per  cent  of  the 
domestic  Interferon  drug 
market,  had  to  sell  a major- 
ity stake  to  various  foreign 
and  local  venture  capital 
interests  because  it  could 


not  raise  funds  by  borrowing 
domestically.'  It  was'  still 
searching  for  investors,  said 
Pan  Aihua,  Easing's  manag- 
ing director. 

However,  intellectual  prop- 
erty protection,  in  China  is 
poor  and  opaque  company 
structures  sometimes  make 
it  difficult  to  ascertain  own- 
ership interests.  Another 
problem  has  been  that  offi- 
cial permission  for  stock 
market  listings  has  over- 
whelmingly favoured  Chi- 
na’s large  state  companies 
rather  than  email  private 
enterprises.  Gaining  permis- 
sion to  list  abroad'  can  also 
be  problematic. 


Foreign  banks  look 
to  reduced  role  in 
a bruised  China 

James  Harding  considers  the  knock-on 
effect  of  a growing  credit  squeeze 


As  the  tide  of  foreign 
credit  to  Chinese  bor- 
rowers has  ebbed  since 
the  collapse  of  a high-profile 
investment  company  last 
year,  several  other  such 
investment  vehicles  have 
been  left  stranded. 

In  recent  days  there  have 
been  signs  that  the  effects  of 
the  credit  squeeze  are 
spreading.  Another  small 
“Itic”  - the  international 
trust  and  investment  corpo- 
rations that  serve  as  the 
investment  arms  of  China’s 
provinces  and  other  authori- 
ties - was  confirmed  in 
default  on  its  foreign  debt 
last  week.  And  the  invest- 
ment company  for  Fujian 
province  told  Its  bankers  it 
would  have  to  defer  princi- 
pal repayments  on  a SSOm 
loan. 

More  prominent  Chinese 
borrowers  - State  Develop- 
ment Bank  and  China  Inter- 
national Trust  and  Invest- 
ment Corporation  (Citic)  - 
have  put  plans  for  interna- 
tional bond  issues  on  hold. 
Officials  at  some  of  the 
regional  commercial  banks 
are  saying  they  are  feeling 
the  pinch  from  an  Interna- 
tional lending  community  in 
retreat  from  China  risk. 

Now  analysts  have  begun 
to  ask  whether  the  drain  on 
liquidity  is  set  to  leave  a 
range  of  Chinese  companies 
and  financial  institutions  on 
the  rocks,  and  if  so,  which 
ones. 

Foreign  investor  confi- 
dence in  China  has  deterio- 
rated significantly  since  the 
abrupt  closure  in  October  of 
Guangdong  International 
Trust  and  Investment  Corpo- 
ration (Gitic),  a prominent 
Chinese  borrower  shut  down 


on  Beijing’s  orders  despite 
backing  from  the  provincial 
government. 

"Beijing  was  correct  in  Its 
intentions  to  rectify  the  Tries 
and  the  financial  sector,” 
says  a banker  at  Citic  Indus- 
trial Bank,  the  bank  owned 
by  the  first  and  largest  of 
the  Itics,  Citic.  “But  the  mea- 
sures have  been  too  strong. 
There  is  a sense  of  psycho- 
logical panic  spreading 
among  the  foreign  banks.” 

The  mood  among- investors 
is  expected  to  be  influenced, 
by  a statement  .due  to 
made  today  by  tiai  Xian- 
glong,  the  central  bank  gov- 
ernor, in  which  he  will  out- 
line plans  -for  the 
restructuring  of  tie  remain-  ., 
ing  239  trust  and  invusbhent 
companies. 

A foreign  banker  In  Shang- 
hai says:  “Every  Chinese 
organisation  that  wants  to 
raise  hinds  is  going  to  find 
Itself  tainted  by  association 
if  not  connection  with 
Gitic." 

However,  the  impact  is 
likely  to  be  uneven  and, 
overall  limited. 

China’s  fiwanHai  system  is 
largely  insulated  from  over- 
seas sentiment.  The  cur- 
rency, the  renminbi,  is  not 
freely  convertible.  The  coun- 
try’s *145bn  in  foreign 
exchange  reserves  more  or 
less  cover  total  foreign  bor- 
rowings, which  by  recent 
projections  based  on  China's 
central  bank  figures  were 
about  S143bn  at  the  end  of 
1998.  International  loans 
account  for  only  a tiny  frac- 
tion of  total  credit  In  a coun- 
try where  the  big  four  hanks 
do  about  90  per  cent  of  the 
lending  business. 

The  foreign  credit  squeeze 


is,  therefore,  causing  some 
pain,  hut  it  is  a question  of 
degree. 

The  Itics,  the  bottom  band 
of  China’s  overseas  borrow- 
ers, are  in  the  most  acute 
discomfort,  in  some  cases, 
the  withdrawal  of  interna- 
tional liquidity  is  likely  to 
prove  fatal. 

Under  Mr  Dai’s  plan  to  be 
announced  today,  some  of 
the  Itics  may  be  relaunched 
as  securities  dealers,  insur- 
ance agents  or  asset  manage- 
ment companies.  But  more 
closures  also  look  likely. 

Yuan  Gangming,  director 
of  the  macroeconomic 
research  centre  at  the  Chi- 
nese Academy  of  Soda!  Sci- 
ences. the  government  think- 
tank.  was  quoted  over  the 
weekend  saying:  “As  the 
first  trust  firm  to  have  filed 
for  bankruptcy.  Gitic’s  exam- 
ple might  create  a precedent 
for  the  handling  of  other 
insolvent  trust  firms." 

Some  other  non-bank 
financial  operators  a notch 
up  the  ladder  of  China’s  for- 
eign borrowers,  such  as  pro- 


vincial government  window 
companies,  infrastructure 

projects  with  I Unguaranteed 
or  provincial  government- 
guaranteed  debts  and  joint 
venture  leasing  companies, 
are  also  reported  to  be  strug- 
gling to  meet  foreign  debt 
payments. 

The  mismatch  of  maturi- 
ties at  provincial  agencies, 
which  have  borrowed  in  the 
short-term  to  fund  long-term 
investments  such  as  prop- 
erty and  infrastructure,  has 
left  them  vulnerable.  “Every 
second-tier  financial  Institu- 
tion is  left  exposed,"  says  a 
foreign  lender  in  Shanghai 

The  next  hand  up,  the 
regional  development  and 
new  commercial  banks,  are 
also  feeling  the  strain,  but 
they  say  it  is  one  they  can 
withstand. 

Even  the  “big  four"  state- 
owned  commercial  banks, 
which  may  be  technically 
insolvent  but  still  account 
for  about  90  per  cent  of 
banking  business  in  rihina, 
are  not  completely  immune. 
An  official  at  Bank  of  China. 


the  state-owned  bank  with 
the  largest  . foreign 
operations,  says:  “We  have 
also  been  affected  by  the 
Gitic  problem.  If  we  tried  to 
come  to  the  market  to  issue 
a loan,  ft  would  be  more  dif- 
ficult in  terms  of  the  pric- 
ing." • 

Foreign  banks  operating  in 
China  are  therefore  likely  to 
gravitate  towards  foreign 
borrowers  operating  in  the 
country. 

“It  is  going  to  be  a buyers’ 
market,"  says  one  European 
banker,  ironically  observing 
that  as  foreign  lenders 
shrink  away  from  Chinese 
entitles,  foreign-invested 
companies  In  China  will 
become  even  more  keenly 
sought-after  customers  both 
by  international  banks  and 
Chinese  financial  Institu- 
tions with  growing  foreign 
currency  deposits  to  lend. 

He  says:  “Foreign  banks 
are  going  to  find  themselves 
able  to  do  less  lending  busi- 
ness in  China.  Many  of  us 
will  end  up  doing  advisory 
work." 


Pakistan, 
India  set 
for  fresh 
N-talks 


By  Peter  Montagna,  ftste 
Efiftor,  to  Wufctngton  - 


India  and  Pakistan  will  have 
to  continue,  to  pay  a price  for 
non -adherence  to  the  global 
nuclear  Non-Proliferation 
Treaty  (NPT).  even  if  they 
can  reach  agreement  with 
the  US  on  the  lifting  of  sanc- 
tions Imposed  after  their 
tests  last  May,  according  to 
analysts  in  the  US. 

The  problem 'of  meshing 
any  agreement  with  the  NPT 
remains,  a central  issue  as 
the  eighth  round  of  talks 
begins  with  India  In  Delhi  on 
Friday,  followed  by  a session 
with  Pakistan  in  Islamabad 
at  the  start  of  next  week. 

Strobe  Talbott,  US  deputy 
secretary  of  state,  who  is  to 
lead  the  US  delegation, 
would  say  only  that  the 
issues  surrounding  the  sanc- 
tions remained  tough  and 
would  require  patience  to 
resolve.  “We  and  our  Indian 
and  Pakistani  interlocutors 
are  going  to  have  to  keep 
working  on  It,”  he  declared. 
He  has  previously  warned  of 
the  dangers  of  an  agreement 
that  would  inadvertently 
provide  an  incentive  for 
other  countries  to  “blast 
their  way  into  the  ranks  of 
thq  nuclear  weapons  states”. 

Analysts  said  this  meant 
India  and  Pakistan  could  not 
be  seen  to  be  rewarded  for 
their  nuclear  tests  by  eleva- 
tion to  the  formal  status  of 
nuclear  powers  alongside  the 
US,  Russia,  China,  the  UK 
and  France. 

Were  this  to  happen,  other 
countries  would  quickly"  try 
to  follow  suit,  and  the  NPT 
could  unravel  Nor  are  India 
and  Pakistan  ever  likely  to 
agree  to  renounce  nuclear 
weapons  in.  the  style  of 
South  Africa  and  join  the 
NPT  as  non-nuclear  states 
entitled  to*  the  benefit  of 
civilian  technology  transfer. 

A crucial  consideration  for 
the  US  position  is  the  desire 
not  to  establish  a half-way 
house  in  which  de  facto 
nuclear  states  still  have  the 
benefits  that  accrue  to  non- 
nuclear ones.  This  consider- 
ation has  complicated  the 
talks.  The  US  is  still  seeking 
progress  In  four  basic  areas 
commitment  to  refrain 
from  testing  and  deployment 
of  weapons,  an  end  to  pro- 
duction of  fissile  material, 
and  introduction  of  strategic 
weapons  controls  - as  weD 
as  bilateral  discussions  to 
try  to  resolve  their  disputes 
over  Kashmir. 

Progress  has  been  made  on 
testing,  with  both  govern- 
ments having  indicated  their 
willingness  to  sign  thp  Com- 
prehensive Test  Ban  Treaty, 
and  on  export  controls.  But 
less  advance  has  been  made 
On  fissile  material  and  mis- 
sile development 


Back  to  basics 
in  Vietnam 


By  Jonathan  BhchaU  in  Hanoi 

The  Vietnamese  Communist 
party  has  begun  a meeting 
in  Hanoi  which  is  expected 
to  lead  to  a renewed  cam- 
paign against  corruption  and 
to  a leadership  reshuffle. 

Earlier  this  month,  Le  Kha 
Pbieu.  who  took  over  as 
party  general  secretary  just 
a year  ago.  said  he  hoped  the 
coming  lunar  Year  of  the  Cat 
would  “bring  a cat  skilled  in 
catching  big  and  giant  rats”. 
He  called  on  party  and  gov- 
ernment leaders  to  combat 
the  triple  “plagues"  of 
bureaucracy,  corruption  and 
moral  degradation. 

Second-tier  leadership 
changes  to  be  decided  at  the 
deliberations  of  the  170-mem- 
ber  central  committee  are 
widely  predicted  to  include 
Le  Minh  Huong,  minister  of 
public  security,  taking  over 
as  foreign  minister  from 
Nguyen  Manh  Cam,  deputy 
prime  minister.  Despite  his 
security  background,  Mr 
Huong  served  in  Vietnamese 


embassies  in  Europe  and 
Japan. 

Western  diplomats  say 
they  also  expect  the  anti-cor- 
ruption drive  to  lead  to  the 
discreet  removal  of  a num- 
ber of  government  ministers, 
including  Tran  Xuan  Gia, 
minister  of  planning  and 
investment,  whose  ministry 
is  responsible  for  licensing 
foreign  invested  projects. 

Elsewhere,  however,  there 
has  been  increasing  conser- 
vatism on  political  and  eco- 
nomic issues  and  a return  to 
“basic  Vietnamese  values”. 

Earlier  this  month,  the 
party  expelled  its  most  out- 
spoken critic.  General  Tran 
Do,  a former  central  commit- 
tee member,  after  he  called 
for  fundamental  political 
reforms  in  a series  of  open 
letters  to  the  leadership. 

The  Asian  crisis  has  fur- 
ther reduced  Vietnam’s 
enthusiasm  for  radical  eco- 
nomic reforms.  One  diplo- 
mat said  that  few  people 
were  now  likely  to  call  for 
greater  market  openness. 


INTERVIEW  LI  KA-SH1NG 


HK  urged  to  resume  land  sales 


By  Louise  Lucas  and  Rahul 
Jacob  in  Hong  Kong 

Li  Ka-shing,  one  of  Hong 
Kong's  biggest  property 
developers,  has  warned  that 
a continued  freeze  on  gov- 
ernment land  sales  will  fur- 
ther erode  the  territory's 
competitiveness. 

Mr  Li's  comments,  in  an 
interview  with  the  FT,  come 
as  the  government,  is  decid- 
ing whether  or  not  to 
resume  land  sales.  It  intro- 
duced a nine-month  morato- 
rium last  year  as  part  of 
efforts  to  stimulate  an  ailing 
economy.  The  government 
owns  and  controls  the  sup- 
ply of  undeveloped  land. 

Property  developers,  par- 
ticularly those  with  large 
land  banks  which  benefit 
from  the  move  to  stem  sup- 
ply. have  been  mixed  In 
their  support  of  a resump- 
tion of  land  sales.  Those 
most  in  favour  are  the  small 
to  mid-sized  developers,  who 
feel  they  have  been  squeezed 
out  by  the  bigger  players. 

Mr  Li  said  he  fully  sup- 


ported resumption.  “Over 
the  past  few  months,  the  res- 
idential market  has  already 
rebounded  some  15  per  cent 
from  the  bottom.  If  the  gov- 
ernment does  not  resume 
land  sales  and  property 
prices  continue  to  climb,  it 
will  further  affect  Hong 
Kong's  competitiveness.”  Mr 
Li  said. 

“Our  support  for  the 
resumption  of  land  sales 
does  not  mean  we  are  short 
of  land  supply.  Over  the  past 
year  we  have  made  many 
new  land  investments,  about 
equivalent  to  the  square 
footage  that  we  have  sold." 
he  said. 

The  moratorium  on  land 
sales  followed  a sharp 
plunge  In  property  prices, 
which  are  now  around  half 
the  levels  at  their  peak  in 
the  summer  of  1997,  but 
remain  high  relative  to  other 
cities  such  as  New  York  and 
London. 

Part  of  this  has  been  due 
to  the  restrictive  land  supply 
policy  agreed  by  Britain  and 
Beijing  under  the  arrange- 


U Ka-shing 

meats  for  the  return  of  Hong 
Kong  to  Chinese  sover- 
eignty. “The  government's 
land  policy  created  a prop- 
erty bubble  over  the  years, 
and  the  sudden  busting  of 
that  bubble  after  such  a long 
build-up  has  had  repercus- 
sions on  our  overall  eco- 
nomic recovery,”  said  Mr  LL 
Mr  Li’s  support  for  a 


resumption  in  land  sales 
places  him  in  the  same  camp 
as  the  Democratic  party, 
some  of  whose  members  he 
has  recently  clashed  with 
over  comments  cm  his  busi- 
ness modus  operartdi. 

Complaints  from  politi- 
cians over  his  decision  to 
sue  defaulting  home  buyers, 
and  vociferous  criticism  over 
his  company's  successful  bid 
for  a plot  of  land  at  a 
sharply  lower  than  expected 
price,  prompted  Mr  LI  to 
scotch  a huge  investment; 
citing  a less  harmonious 
political  climate. 

But  Mr  LI  defended  his 
decision  to  enforce  promises 
made  by  contract  In  doing 
so,  he  said,  he  was  protect- 
ing the  interests  of  minority 
shareholders  and  the  80  per 
cent  of  buyers  who  honoured 
their  commitments. 

“We  trill  act  in  a lair,  rea- 
sonable and  legal  manner.  In 
particular  circumstances  if 
individuals  have  extreme 
financial  difficulties  then 
special  consideration  will  be 
given." 


NEWS  DIGEST 


VOTE-RIGGING  CHARGES 

Sri  Lankan  ruling  party 
captures  vital  council 

Sri  Lanka's  ruling  party  yesterday  capered 
council  amid  allegations  of  larg^sc^e  vrate-ng^ng 
violence.  Dayananda  Dfesanayake,  elections  cormw^ner. 
said  nine  bafiot  boxes  were  either  stolen  or  destroy  ea  - 

while  In  about  25  per  cent  of  polling  booths  ballot  boxes 
. had  been  “stuffed".  n™ 

: “We  have  taken  away  the  ballots  that  were  stuffed  by 
armed  groups,”  Mr  Dlssanayake  said  wWle^aniwncmg 
that.thenatkmtly  ruKng  People's  Ailiancehad  30 
seats  in  the'  52-msmber  North-Western  Provincial  .Council- 
The  opposition.  United  National  Party  (UNP),  which  won 
19  seats,  said  rt  completely  rejected  the  results,  and  that 
Its  members  woakJ  not  lake  their  seats  in  the  council,  the 
r highest  level  of  local  government  in  the  region. 

Three  seels  in  the  counts!  werit  to  the  leftwing  JVP,  or 
People's  Liberation  Front,  which  accused  the  government 
of  vote-rigging  and  demanded  fresh  elections.  D.M.  Jayar- 
atna,  general  secretary  of  the  ruling  PA  party,  said  he 
believed'the  election  was  “generally  free  and  fair"  ana 
accused  the  opposition  of  orchestrating  violence. 

Amal  Jayaainghe,  Colombo 

SPUR  TO  DOMESTIC  DEMAND 

China  eases  monetary  policy 

China  has  identified  deflation  as  a central  economic  prob- 
lem and  adopted  a looser  monetary  policy  to  stimulate  t 
domestic- demand.  The  Financial  News,  the  central  bank  s 
newspaper,  said  yesterday  while  previous  "appropriately 
tight"  monetary  policy  would  be  kept  as  a long-term  goal, 
an  “appropriate"  short-term  poHcy  would  be  adopted  to 
accompany  a fiscal  stimulus  package  and  boost  economic 

growth.  . 

It  defined  “appropriate"  as  meaning  money  supply  would 
be  increased  to  combat  deflation,  and  that  the  policy 
would  be  altered  to  suit  prevailing  conditions  rather  than 
being  static.  The  number  of  non-performing  loans  should 
be  prevented  from  increasing,  the  paper  added,  indicating 
that  lending  should  be  directed  more  at  infrastructure  pro- 
jects, fwuse- purchases,  export  support,  and  credit  for 
small  and  medium  enterprises.  James  Kynge,  Beijing 


OLYMPIC  SCANDAL 


Swimming  officials  under  fire 

Australian  officials  yesterday  deserfoed  as  “outrageous- 
alleged  demands  for  first-class  treatment  by  officials  of  the 
International  Amateur  Swimming  Federation,  (Fine),  high- 
lighting the  knock-on  effect  of  the  scandal  engulfing  the 
International  Olympic  Committee. 

During  the  world  swimming  championships  in  Perth  in 
1991  and  1998,  Ffna  executives  had  demanded  first-class 
flights,  five-star  accommodation  and  Chauffeured  limou- 
sines as  part  of  Perth's  hod  city  agreement  Graham 
Edwards,  a former  Western  Australian  sports  minister, 
claimed.  "We  had  to  agree  to  those  things  In  the  contracts 
to  get  them  to  stage  the  championships  here,"  he  said. 

The  alleged  demands,  contained  in  contracts  between  Fina 
and  the  Perth  organising  committee,  cost  the  city  several 
hundreds  of  thousands  of  dollars,  state  officials  said. 

Gwen  Robinson,  Sydney  ' 


Tokyo  may  help 
to  unwind  cross 


By  KUcNyo  Nakamoto  in  Tokyo 


Members  of  . Japan’s  ruling 
Liberal  Democratic  party 
have  set.  up  a study  group  to 
look  into  the  possibility  of 
the  Japanese  government 
buying  stocks  to  smooth  the 
way  for  the  unwinding  of 
corporate  cross-sharehold- 
ings. 

The  group,  which  held  .its 
first  meeting  yesterday,  will 
consider  whether  there  are 
ways  to  encourage  compa- 
nies to  unwind  cross-share- 
holdings without  disrupting 
the  stockmarket,  according 
to  OkEharu  Yasuoka,  one  of 
the  leaders  of  the  group  and 
an  architect  of  the  LDP’s 
financial  reform  bills. . . 

Tbe  LDP  move  comes  on 
the  heels  of  a proposal  by 
Keidanren,  tbe  business  fed- 
eration, for  the  government 
to  raise  up  to  Y3O,0B0bn 
($2g5bn)  in  special  bonds  to 
buy  up  to  KTper  cent  of  the 
market.  The  LDP  has  also 
been  muffing  the  possibility 
of  setting  aside  Y20.000bn  to 
boost  the  sagging  property 
market.  These  proposals 
have  raised  concerns  that 
the  government,  already  bur- 
dened by  a high  level  of 
bond  issuance, -will  find 
itself  ftuther  in  debt 

“There  are  some  people 
who  are  yery  concerned" 
about  the  impact  of  the  clos- 
ing of  books  on  the  stock* 
market,"  Mr  Yasuoka  said. 
"There  is  no  question  that  as 
the  financial,  year-end 
approaches,  companies  will 


unwind  their  cross-shai 
holdings  to  boost  their  p 
formance..  this  is  putti 
pressure  on  stock  prices," 
said. 

• Hirotaro  Higuchi,  eba 
man  of  Japan's  Econon 
Strategy  Council,  said  yi 
terday  that  the  Japane 
economy  was  headed  for 
turnaround  because  t 
number  of  reported  suicid 
had  declined  at  tbe  end 
1998,  despite  an  appare 
worsening  in  corporate  pr 
itability,  Alexandra  Harn 
reports  from  Tokyo. 

“Maybe  we  have  bottom 
out  The  worst  is  over,"  ] 
Higuchi  told  a gathering 
Tokyo.  He  was  presenting ; 
interim  report  on  measui 
to  bring  Japan  out  of  its  k 
gest  recession  in  the  po 
war  period  compiled  by  t 
Economic  Strategy  Counc 
an  influential  committee 
10  business  leaders  and  ai 
demies  appointed  by  Kei 
Obuchi.  the  Japanese  prir 
minister. 

The  Economic  Stratei 
Council's  report  did  n 
match  Mr  Higuchi ’s  op 
mism  for  an  economic  re  ex 
ery,  however.  The  counci 
report  did  not  expect  aj 
growth  to  Japanese  domes 
product  until  fiscal  ye 
2001,  and  that  is  only  if  “si 
ficient  structural  reform 
Including  a reduction  in  t 
number  of  public  servan 
by  20  per  cent,  and  a tone 
mental  reform  of  the  ta 
pension  and  labour  systet 
were  implemented. 
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INTERNATIONAL 


Three  big  guns  to 
fight  Israel  election 


By  Judy  Dempsey  in  Jerusalem 

The  battlelines  is  Israel's 
most  fiercely  contested  elec- 
tion in  a generation  became 
clearer  yesterday  after  Yit- 
zhak Mordechai,  sacked  as 
defence  minister,  emerged  as 
leader  of  the  new  centre 
party  and  Benjamin  Netan- 
yahu was  re-elected  Likud 
leader. 

The  two  will  contest  the 
premiership  in  the  May  elec- 
tions along  with  Labour's 
Ehud  Barak. 

Mr  Mordechai  defected 
from  Likud  to  lead  the  new 
party.  Amnon  Lipkin-Sha- 
hak,  former  chief  of  staff  and 
one  of  the  founders  of  the 
party,  stepped  aside  as 
leader  on  Monday  night. 

The  former  general,  54, 
may  lack  the  charisma  of  Mr 
Netanyahu  and  the  dashing 
looks  of  Mr  Lipkin-Shahak 
but  the  latter  believes  Mr 
Mordechai  has  a better 
chance  of  beating  Mr  Netan- 
yahu. 

His  appointment  has 


caused  the  governing  Likud 
party  sufficient  concern  that 
its  campaign  managers  have 
started  taking  the  new  party 
seriously.  1 

Until  recently.  Likud 
focused  its  criticism  on  Mr 
Barak.  But  yesterday,  Mr 
Netanyahu  said  centrist 
party  leaders,  which  include 
Dan  Meridor,  former  Likud 
finance  minister,  were  “lef- 
tists, no  different  than 
Labour”.  In  Israeli  right- 
wing  parlance,  “leftist"  is  a 
derogatory  term;  they  are 
dovish,  pro-Palesttolan,  soft 

on  security. 

If  that  remains  Likud's 
strategy  throughout  this 
long  campaign,  the  centrist 
party  will  have  to  persuade 
Likud  voters  - its  main  tar- 
get - that  it  is  different  from 
Labour  and  that  it  is  tough 
on  security,  a theme  Mr 
Netanyahu  will  exploit 

The  centrist  party  has 
already  set  out  Its  policies 
on  the  peace  process.  Mr 
Mordechai  said  Israel  would 
have  to  cede  some  territory 


on  the  Golan  Heights,  cap- 
tured from  Syria  in  1967. 

But  this  will  prove  harder 
to  implement  after  the  Knes- 
set (parliament)  yesterday 
passed  a law  requiring  a 
national  referendum  and  a 
parliamentary  majority  to 
give  up  any  annexed  pari  of 
the  Golan  Heights  or  Arab 
east  Jerusalem. 

Mr  Meridor  has  already 
told  Jewish  settlers  Israel 
could  not  hold  on  to  to  all 
West  Bank  settlements.  Such 
policies  may  attract  voters 
from  the  centre  and  from 
Labour.  But  It  will  also  pro- 
vide fodder  for  Likud’s  cam- 
paign against  “the  leftists". 

On  the  secular/religious 
divide,  the  centrist  party 
may  find  itself  in  a quan- 
dary. One  of  its  founders. 
Roni  Milo,  former  Likud 
mayor  of  Tel  Aviv,  has 
sharply  criticised  the  power 
of  ultra-Orthodox  Jews.  Mr 
Mordechai,  in  contrast,  is  a 
traditional  Jew  who  has 
close  relations  with  Sbas,  an 
ultra-Orthodox  party. 


Yitzhak  Mordechai  with  co&eagues  in  the  Knesset  yesterday.  Ms  departure  tram  Likud  to  lead  a new 
centra  party  has  taansd  the  election  into  a three-horse  race  A P 


Cell  transplants  emerge  as  brain  disease  cure 


By  Clive  Cookson 
in  Analwhn,  CaDfonda 


Scientists  are  developing 
several  types  of  living  cell 
for  transplanting  into  the 
brain  as  a treatment  for  ill- 
nesses such  as  strokes  and 
Alzheimer's.  Their  sources 
range  from  animal  testicles 
to  human  embryos. 

Neural  transplantation  is 
making  rapid  progress,  its 
leading  practitioners  told  the 
American  Association  for 
the  Advancement  of  Science. 
Its  aim  is  to  repair  diseased 
or  damaged  brains  with 


healthy  new  cells. 

Because  the  cells  must  be 
young  and  flexible  enough  to 
grow  into  the  host  brain,  the 
only ‘source  so  far  has  been 
the  brains  of  aborted  foe- 
tuses. Clinical  trials  show 
that  these  ameliorate  the 
symptoms  of  Parkinson's 
disease  but  they  are  in 
extremely  limited  supply, 
besides  being  ethically 
unacceptable  to  some 
people. 

Paul  Sanberg  of  the  Uni- 
versity of  South  Florida  is 
working  on  alternative 
sources  in  collaboration  with 


two  US  biotechnology  com- 
panies, Layton  Bioscience 
and  TheracelL 

One  is  a line  of  human 
cells,  derived  originally  from 
testicular  cancer  and  trans- 
formed into  a non-cancerous 
form  resembling  neurons. 
They  make  various  neuro- 
chemicals that  the  brain 
needs  to  function  properly. 
A clinical  trial  to  test 
whether  these  cells  can 
restore  the  functions  of 
people  who  have  suffered  a 
stroke  started  recently  at  the 
University  of  Pittsburgh. 

Prof  Sanberg’s  other  novel 


line  is  so-called  Sertoli  cells 
from  the  testes.  They  nour- 
ish growing  sperm  while  pro- 
tecting them  from  attack  by 
the  immune  system. 

Animal  experiments  show 
that  Sertoli  cells  relieve  the 
symptoms  'of  neurological 
disease  by  supplying  growth 
hormones  to  the  brain.  They 
are  effective  on  their  own 
but  work  best  when  trans- 
planted together  with 
embryonic  brain  cells. 

Because  Sertoli  cells  have 
evolved  to  avoid  attack  by 
the  immune  system,  animal 
cells  - probably  from  pigs  - 


could  probably  be  trans- 
planted into  human  brains 
without  the  risk  of  rejection. 
But  clinical  trials  are 
at  least  two  years 
away. 

Meanwhile  Evan  Snyder,  a 
neurologist  at  Harvard  Medi- 
cal School,  is  developing 
what  might  become » an 
all-purpose  source  of  brain 
cells  for  transplantation.  His 
laboratory  recently  cloned 
“human  neural  stem  cells”  - 
immature  cells  that  can 
develop  into  any  more  speci- 
alised brain  cells. 

Several  years’  work  on 


animal  models  of  human  dis- 
eases will  be  required  before 
the  stem  cells  are  ready  for 
clinical  trials. 

But  Dr  Snyder  says  his 
research  offers  the  hope  not 
only  of  replacing  foetal  cells 
in  transplantation  but 
extending  it  “to  the  broader 
goal  of  reseeding  the  entire 
brain  with  progenitors  that 
would  then  take  their  cue 
from  the  existing  brain  and 
mature  into  whatever  cell 
type  was  needed,  wherever  It 
was  needed.”  That  could  in 
principle  treat  almost  any 
brain  disease. 


NEWS  DIGEST 

^persisting  piff erences  OF  OPtMOtr 

South  Africa’s  elections 
chief  resigns 

The  head  of  0/  disputes 

Commission  resigned  _ gauntry's  hopes  for 

with  the  S35  *» 

« «“■  “ - 
and  function  of  foe  oomnvssiofl  . govern- 

He  has  said  the  IBCfc  ^ 

merit  departments  d(?^fL^^entity  documents  by  vot- 
that  the  use  of  of  the  chance 

ere  could  deprive  willow  of  SoufliwncdH 
to  VOW.  Victor  Mallet,  Johannesburg 


‘MILLENNIUM  BUG’ 


oor  country  computer  threat 

design 

S economic  sectors  such  *!£»* 
w fieeneiti  anrt  transoartalion  systems- 


AIR  RAIDS  ON  IRAQ 


US  widens  choice  of  targets 

A top  US  official  said  yesterday  the  military  had  been 
given  instructions  to  widen  its  targets  against  Iraq  chal- 
lenges to  the  exclusion  zones,  as  US  warplanes  bred  at 

Iraqi  targets  for  the  fourth  consecutive  day.  ^ 

Sandy  Berger,  US  national  security  adviser,  said  Presi- 
dent Bill  Clinton  had  responded  to  military  requests  tor 
more  expansive  rules  of  engagement  after  last  month  s 
four-day  US  and  British  air  strikes.  ‘Our  pilots  understand, 
and  our  air  force  understands,  that  if  there  are  violations  of 
the  no-fly  zone,  our  response  will  be  not  simply  against 
the  particular  source  of  the  violation  or  source  of  the  threat 
but  our  response,  as  appropriate,  will  be  against  any  of 
the  air  defence  systems  that  we  think  makes  us  vulnera- 


Prince’s  pivotal  position  in  army  key  to  dynastic  upheaval 


By  David  Gardner, 
Middle  East  Editor 


Uneasy  lies  the  head  was  the 
inevitable  title  of  the  autobi- 
ography of  King  Hussein  of 
Jordan,  the  improbable  sur- 
vivor of  countless  plots, 
coups,  insurgencies,  three 
Arab-Israeli  wars,  the  Gulf 
war,  a civil  war  with  the  Pal- 
estinians, and  about  a dozen 
assassination  attempts  in  46 
years  wearing  the  heavy 
crown  of  his  coveted  desert 
kingdom. 

His  eldest  son  Abdullah 
may  well  be  reflecting  on 
how  such  a crown  will  fit 
him.  He  was  sworn  in  as 
crown  prince  and  regent  at 
Amman  airport  yesterday,  as 


his  hither  unexpectedly  flew 
back  to  the  US  clinic  treat- 
ing him  for  cancer  for  six 
months,  barely  a week  after 
his  triumphant  return. 

The  new  crown  prince,  37. 
who  was  made  a major-gen- 
eral last  year,  is  a soldier 
through  and  through  who 
heads  the  elite  Special 
Forces  - the  strike  forces  of 
the  Bedouin  army  which  is 
the  tribal  bedrock  of  the 
monarchy.  He  was  said  yes- 
terday to  be  “shocked”  at  his 
appointment,  having  expec- 
ted his  father  to  call  a “fam- 
ily council"  to  decide  the 
succession. 

Until  last  week,  it  was  uni- 
versally assumed  that  Prince 
Hassan,  51,  the  king's  amia- 


ble and  eclectically  studious 
brother  and  confidant,  would 
automatically  succeed  him. 
All  were  aware  of  tension 
between  Queen  Noor  - the 
king's  fourth,  American-born 
wife  - and  Princess  Sarvath, 
Hassan’s  Pakistani  wife, 
busily  pressing  the  rival 
riflimc  of  their  teenage  sons. 
Princes  Hamza  and  Rashid. 
Yet  it  was  assumed  this 
feuding  was  about  the  suc- 
cession to  Hassan,  not  Hus- 
sein. Apparently  not,  as 
King  Hussein  unveiled  in  a 
letter  to  the  sacked  Prince 
Hassan  yesterday,  accusing 
him  of  interfering  in  army 
appointments  during  the 
king’s  six-months  absence, 
and  complaining  of  a cam- 


paign of  “whispering,  innu- 
endo. and  smear- 
ing. ..  against  my  wife  and 
,sons.” 

There  has  long  been 
debate  about  the  ability  of 
Prince  Hassan  to  lead  Jor- 
dan. Educated  at  Harrow 
and  Christ  Church,  Oxford, 
he  came  across  very  much 
as  an  English  patrician, 
gently  clubbable  but  increas- 
ingly rightwing  and  prone  to 
loquacious  abstraction,  bet- 
ter equipped  to  discuss  rules 
of  origin  in  international 
trade  than  sense  Jordanians’ 
frustration  at  their  descent 
into  poverty  despite  the 
promise  of  regional  peace 
with  Israel. 

By  contrast,  some  Jordan- 


ians resent  the  fact  that 
Prince  Abdullah  is  half  Brit- 
ish. horn  of  the  king's  sec- 
ond wife,  Toni  Gardiner 
(Princess  Muna).  Indeed, 
childhood  friends  say  he  has 
had  to  struggle  with  his  Ara- 
bic, spoken  with  a!t  heavy 
Bedouin  accent  But  his  posi- 
tion in  the  army  seems  cru- 
cial - as  the  king  hinted  in 
his  angry  letter^to . his 
brother.  1 I 

Aside  from  the  monarchy, 
the  army  is  Jordan's  key 
institution,  as  it  is  in  most 
Arab  countries.  As  head  of 
Special  Forces,  the  San- 
dhurst-trained Prince  Abdul- 
lah is  at  the  confluence  of 
the  army  and  the  powerful 
intelligence  services.  He  is 


extremely  popular  with  the 
Bedouin  ranks  and  has 
clashed  with  his  superiors 
and  the  palace  over  their 
miserable  conditions.  He  is, 
moreover,  married  to  a Pal- 
estinian, the  origin  of  about 
two-thirds  of  Jordanians: 
retaining  their  uncertain 
loyalty  is  part  of  the  art  of 
ruling  the  kingdom. 

A childhood  friend 
describes  Prince  Abdallah  as 
“down  to  earth,  intelligent, 
modest  and  very  funny";  set- 
tled down  after  a fast-living 
youth  much  like  his  father's; 
alive  to  Jordan’s  endemic 
corruption;  but  who  has  “yet 
to  leave  a fingerprint  on  the 
country's  politics”.  He  feces 
formidable  problems  when 


he  does  eventually  take  over. 

Jordan  is  surrounded  by 
predatory  neighbours  - Iraq, 
Syria  and  Israel  (which 
openly  favoured  Prince  Has- 
san) - whose  leaders  show 
little  hesitation  in  settling 
political  scores  on  Jordanian 
soil,  threatening  to  turn 
Amman  into  the  proxy  bat- 
tle-ground Beirut  became 
before  and  during  the  Leban- 
ese civil  war.  Prince  Abdul- 
lah himself  won  popular 
acclaim  last  year  after  elimi- 
nating an  Iraqi  gang  respon- 
sible for  a string  of  grisly 
murders  in  Amman. 

It  is,  moreover,  the  East 
Bankers,  or  native  Jordan- 
ians, rather  than  the  Pales- 
tinian majority,  who  are 


most  dlscm-iumtfd  with  the 
1994  peace  treaty  will)  Israel 
anrt  the  failure  of  the 
vaunted  "peace  dividend"  to 
materialise.  Hrirav  Abdullah 
will  have  realised  this  when 
he  put  down  bread  nobs  in 
the  loyalist  south  in  1996. 

Beyond  King  Hussein's 
vanity  at  uanimg  to  keep 
the  succession  within  his 
own  line  of  the  Srtiyiwrold 
Hashemite  dynasty,  the  key 
to  Prince  Abdullah’s 
appointment  is  nut  hard  to 
find  with  hindsight.  As  a 
senior  palace  official 
remarked  before  the 
upheaval:  "Security  is  our 
holiest  row.” 


See  Editorial  comment 


WORLD  TRADE 


Indonesia 
offers  8-year 
tax  holidays 
to  investors 


By  Sander  Thoenes  in  Jakarta 

Indonesia  yesterday 
attempted  to  revive  investor 
interest  in  its  shaky  econ- 
omy by  offering  tax  holidays 
of  up  to  eight  years  for  new 
projects  in  22  Industries. 

New  investments  in  pro- 
duction of  textiles,  pharma- 
ceuticals, steel,  various 
machinery  and  equipment, 
vehicles  and  some  chemicals 
can  receive  a tax  holiday  of 
five  years  if  located  outside 
the  islands  of  Java  and  Bali. 
Domestic  and  foreign  invest- 
ments on  these  two  rela- 
tively industrialised  islands 
get  a three-year  holiday. 

Additional  tax  holidays  of 
one  year  each  are  available 
for  any  project  which  creates 
at  least  2,000  jobs,  involve  at 
least  $20Qm  or  in  which  co- 
operatives, promoted  by  the 
current  government,  own  at 
least  20  per  cent  Oil  refiner- 
ies outside  Bali  and  Java  are 
also  entitled  to  the  various 
tax  breaks. 

Analysts  doubted  the  holi- 
days would  draw  in  many 
foreign  investors,  given  the 
shaky  economy  and  political 
situation,  while  most  local 
companies  need  cash  for 
working  capital  and  cannot 
afford  expansion. 

The  presidential  decree  is 
the  first  major  tax  holiday 
offered  to  industries  at  large, 
rather  than  to  particular 
investors  as  was  the  practice 
under  former  president 
Suharto.  His  successor.  BJ. 
Habibie,  has  ended  some  of 
these  privileges,  which 
tended  to  be  contingent  on 


large  payments,  in  line  with 
an  agreement  with  the  Inter- 
national Monetary  Fund. 

It  is  unclear  whether  the 
new  tax  holidays  are  in  line 
with  the  agreement,  which 
calls  for  higher  tax  revenues, 
or  whether  they  comply  with 
commitments  to  the  World 
Trade  Organisation. 

Indonesia  is  also  facing  a 
sharp  drop  in  investment, 
however.  Some  $12.5bn  in 
investments  bad  been 
approved  between  June  and 
October  1998,  compared  with 
S33.8bn  for  all  of  1997. 

Implementation  fell  well 
below  the  usual  30  per  cent 
Officials  this  month  said 
that  $2bn  in  investment 
approvals  had  expired  with- 
out any  follow-up,  while 
another  S5bn  could  expire 
by  the  middle  of  this 
year. 

Mr  Habibie  last  year  eased 
some  restrictions  on  invest- 
ments in  sensitive  indus- 
tries, such  as  banking,  and 
removed  some  red  tape. 

The  tax  holidays  are  tar- 
geted at  industries  which  are 
most  affected  by'  the  current 
crisis,  such  as  car  produc- 
tion, or  have  the  most  poten- 
tial to  bring  Indonesia 
export  earnings,  such  as  tex- 
tiles. Many  are  now  heavily 
dependent  on  imports,  which 
proved  fetal  when  the  rupiah 
collapsed. 

The  exemptions  also 
encourage  investment  out- 
side Bali  and  Java,  which 
remain  attractive  because  of 
an  abundance  of  cheap 
labour,  developed  infrastruc- 
ture and  large  markets. 


Italians  urge  EU  to  retreat  in 


banana 

By  James  Blitz  in  Rome  and 
Frances  Waltons  In  Geneva 


Italy  yesterday  opened  up  a 
crack  in  the  European 
Union's  hitherto  united  front 
in  its  banana  dispute  with 
the  US.  by  urging  the  EU  to 
soften  its  stance  in  order  to 
avoid  a “counterproductive" 
trade  war  over  the  issue. 

Lamberto  Dini.  foreign 
minister,  called  the  EU 
banana  import  regime, 
which  favours  imports  from 
Africa,  the  Caribbean  and 
the  Pacific,  “a  very  strong 
distortion  of  trade".  He  said 
it  should  be  amended  to 
“reduce  the  level  of  protec- 
tion given  to  countries  asso- 
ciated witb  the  European 
Union". 

Mr  Dini’s  comments  are 
potentially  embarrassing  for 
Brussels,  which  insists  that 


dispute 

changes  to  the  regime,  made 
after  a 1997  World  Trade 
Organisation  ruling  against 
it,  have  brought  it  into  line 
with  global  trade  rules. 

The  US  says  the  regime 
still  does  not  comply  with 
the  ruling  and  is  threatening 
sanctions  on  $520m  of  EU 
exports  by  March  3. 

“To  enter  a confrontation 
with  the  US  and  see  Italian 
and  European  products  dis- 
criminated against,  and  hit 
by  new  import  duties,  would 
be  counterproductive.”  Mr 
Dini  said. 

Italy's  foreign  ministry 
said  Italy  was  concerned 
that  its  exports  could  be  par- 
ticularly badly  hit  if  the 
sanctions  went  ahead. 

Meanwhile  in  Geneva,  the 
US  was  again  prevented 
from  seeking  WTO  authoris- 
ation for  retaliation  against 


with  th< 

the  EU  for  its  alleged  failure 
to  comply  with  WTO  rulings 
on  its  banana  import 
arrangements. 

However,  the  two  sides 
appeared  to  be  edging 
towards  a procedural  com- 
promise suggested  by  Renato 
Ruggiero,  WTO  director-gen- 
eral, that  would  buy  hue  re 
time  for  a negotiated  settle- 
ment of  the  dispute.  Though 
the  proposal  is  acceptable  to 
the  US,  the  EU  Is  still  seek- 
ing “reassurance"  about  the 
sanctions  timetable. 

Yesterday’s  planned  meet- 
ing of  the  WTO’s  dispute  set- 
tlement body  was  suspended 
until  tomorrow  as  member 
states  argued  over  Washing- 
ton’s right  to  ask  for  sanc- 
tions approval  before  a WTO 
panel  now  under  way  has 
ruled  on  the  legality  or  oth- 
erwise of  the  Eli's  amended 


; US 

hana  na  import  regime. 

On  Monday  two  small 
Caribbean  banana  produc- 
ers. St  Lucia  and  Dominica, 
blocked  the  agenda  of  the 
meeting  that  was  due  to  con- 
sider the  US  request,  a move 
which  Washington  claimed 
was  inspired  by  Brussels. 

The  US  argues  that  under 
WTO  rules  it  must  be  given 
authorisation  now  to  imple- 
ment sanctions,  though 
these  could  be  delayed  until 
March  3 if  the  EU  Insists  on 
WTO  arbitration  of  the 
amount  and  type  of  goods 
involved. 

Under  Mr  Ruggiero’s  plan 
the  EU  would  invoke  its 
right  to  arbitration,  thereby 
preventing  US  sanctions 
coming  into  force  on  Mon- 
day. Meanwhile,  the  two 
sides  would  hold  consulta- 
tions. 


Sanctions  threat  starts  to  tell 


By  Kevin  Brown, 
Industry  Editor 


Calls  by  Lamberto  Dini.  the 
Italian  foreign  minister,  for  a 
quick  settlement  of  the 
banana  dispute  are  the  clear- 
est sign  yet  that  US  threats 
to  impose  sanctions  on  a 
range  of  European  goods  are 
hitting  home. 

Detailed  figures  produced 
by  officials  acting  for  Sir 
Leon  Brittan.  the  European 
Union  trade  commissioner, 
show  that  the  sanctions 
would  affect  exports  worth 
€492m  (3570m)  from  the  13 
EU  countries  targeted.  The 
countries  not  targeted  are 
Denmark  and  the  Nether- 
lands. 

"This  sanction  list  is  abso- 
lutely arbitrary.  It  includes 
people  who  have  absolutely 


no  link  with  bananas  what- 
ever, except  perhaps  that 
they  put  one  in  their  lunch- 
box,"  said  a spokesman  for 
Sir  Leon. 

The  biggest  impact  would 
be  on  the  UK,  which  exports 
€120m  of  targeted  goods. 
Italy  (€113ffl)  would  be  next, 
well  ahead  of  France  (€96m), 
and  Germany  (€7lm). 

In  round  terms,  the  impact 
on  the  other  nine  countries 
is:  Belgium  €35m,  Spain 
€22m.  Portugal  €i2m,  Greece 
€8m,  Austria  €5m,  Sweden 
€4m,  Ireland  €3m.  Finland 
€2m.  and  Luxembourg 
€13,000. 

The  worst  hit  business  sec- 
tor would  be  plastic  goods  - 
defined  as  non-adhesive 
plates,  sheets,  film,  foil  and 
strips  of  polymers  of  propyl- 
ene - worth  €82m  a year  to 


the  EU,  mainly  from  Ger- 
many and  France. . 

However,  more  widespread 
damage  may  be  inflicted  on 
biscuit  makers,  who  sell  a 
total  of  €7lm  to  the  US.  The 
biggest  sales  are  from  Bel- 
gium (€30m)  and  the  UK 
(€13m),  but  all  the  target 
countries  except  Finland  and 
Luxembourg  export  biscuits. 

Cashmere  sweater  exports 
are  worth  €49m,  almost 
entirely  from  the  UK  (€26m) 
and  Italy  (€23m).  Handbag 
exports  total  €35m.  of  which 
€23m  comes  from  France, 
€llm  from  Italy  and  €tm 
from  Germany. 

Other  targeted  sectors 
include  €31m  exports  of  lead- 
acid  batteries,  mainly  from 
the  UK  (€20m),  and  Italy 
(€7m);  greetings  card  sales  of 
€26m,  overwhelmingly  from 


the  UK  (€22m);  sales  of  bed 
linen  worth  €23m,  mainly 
from  Spain  and  Portugal 
(both  €7m);  and  light  fittings 
worth  f22m.  largely  from 
Italy  <€L0m),  Spain  (€4 m), 
and  France  and  Germany 
(both  €2m). 

Smaller  sectors  include 
bath  preparations  (€2im), 
mainly  from  the  UK  ^«lm) 
and  France  (€5m):  candles 
(€20m)  mainly  from  Italy 
(€6m).  Germany  and  the  UK 
(€4M  each);  folding  cartons 
and  boxes  i€l9m),  mainly 
from  Germany  (€9m)  and 
France  (€4m);  and  pecorino 
cheese  (ClUm)  from  France 
(€7m),  Italy  <€6mj,  and 
Greece  (€5m). 

The  other  sectors  facing 
sanctions  are  pork  products, 
lithographs,  wallets  and  felt 
paper. 


NEWS  DIGEST 

TRADE  SPAT 

Hungary  angered  by 
Czech  complaint  to  WTO 

Hungary  protested  yesterday  after  the  Czech  Republic 
complained  to  the  World  Trade  Organisation  about  Hunga- 
ry s imposition  of  a quota  on  Czech  steel  imports  last 
month.  Hungary  said  It  had  imposed  the  45.000  tonnes  a 
year  quote  in  response  to  Czech  restrictions  on  Hungarian 
wheat  The  two  governments  have  60  days  to  try  to 
resolve  the  dispute  before  it  goes  to  a WTO  disputes 
panel.  Both  countries  belong  to  the  Central  European  Free 

to  remove  trade  barriers  by  2001. 
Robert  Wright  Budapest 
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Republicans 
cut  back  list 
of  witnesses 


THE  AMERICAS 


Menem  forces  dollar  plan  to  top  of 
political  agenda  in  Argentina 
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By  Muk  Suonaa  in  Wasttngton 

Republican  prosecutors 
yesterday  sharply  scaled 
back  the  number  of  wit* 
nesses  they  hoped  to  call  for 
President  Bill  Clinton’s 
impeachment  trial. 

The  move  was  an  effort  to 
assuage  Senate  concern s 
that  new  testimony  would 
significantly  extend  proceed- 
ings in  the  face  of  growing 
public  disapproval. 

The  13  trial  managers 
from  the  House  of  Represen- 
tatives also  asked  senators 
to  “request"  Mr  Clinton's 
appearance  to  answer  ques- 
tions directly  about  the 
charges  that  he  committed 
perjury  and  obstructed  jus- 
tice in  covering  up  his  affair 
with  Monica  Lewinsky,  the 
former  White  House  worker. 

With  both  sides  jockeying 
for  position  before  two 
Important  votes,  expected 
today,  on  whether  to  rff amiss 
the  case  and  whether  to  call 
witnesses,  the  managers  told 
senators  they  wanted  to  sub- 
poena Ms  Lewinsky,  Vernon 
Jordan,  a dose  friend  of  Mr 
Clinton,  and  Sidney  Blumen- 
thaj,  a White  House  aide. 

The  Republican  majority 
in  the  Senate  is  confident  it 
has  enough  votes  to  defeat 
the  Democratic  motion  to 
halt  the  trial,  but  the  second 
vote  appears  evenly  bal- 
anced. Only  six  Republican 
defectors  would  be  needed  to 
prevent  witnesses  and  sev- 
eral members  have  already 
indicated  they  are  uneasy 
about  the  prospect 


The  opposition  is  wary  but  officials  see 
benefits  in  proposal  to  abolish  peso  in 
favour  of  US  currency,  writes  Ken  Warn 


BUI  McCollum,  one  of  the 
managers,  said  he  still 
believed  the  Senate  needed 
to  hear  from  10-12  witnesses 
to  assess  the  charges  prop- 
erly, but  that  the  prosecu- 
tion had  agreed  to  exclude 
testimony  from  people  such 
as  Betty  Currie,  the  presi- 
dent’s personal  secretary,  to 
try  to  meet  senators'  con- 
cerns. 

Mr  McCollum  »»fd  prose- 
cutors would  not  pose  any 
explicit  sexual  questions  to 
Ms  Lewinsky  If  she  was 
called  as  a witness,  but 
urged  senators  to  make  sure 
they  heard  from  her 
faoe-to-faoe  in  order  to  judge 
her  credibility. 

Richard  Shelby,  a conser- 
vative Republican  senator 
from  Alabama,  said  he  was 
st£U  not  convinced  testimony 
would  add  anything.  T say 
let’6  dispense  with  the  wit- 
nesses and  go  on  and  vote 
the  issue  up  or  down  after 
we  have  arguments,"  he  said 
in  a television  interview. 

However,  Tom  Daschle, 
Senate  minority  leader,  said 
he  believed  it  was  now  likely 
Republicans  would  agree  to 
the  request  for  witnesses 
and  warned  it  could  drag  out 
the  trial  “It  seems  as  if  the 
lines  are  drawn,"  he  said, 

■ A divided  federal  appeals 
court  yesterday  reinstated 
tax  evasion  charges  against 
Webster  Hubbell,  a friend  of 
President  Clinton , who 
appeared  in  Whitewater 
investigations,  and  against 
Mr  HubbeU's  wife  and  two 
friends,  AP  adds. 


Ask  nicely  enough  and 
the  grumpy  newspaper 
vendors  in  downtown 
Buenos  Aires  will  swap  a 
$100  bill  for  100  Argentine 
pesos,  even  though  dollars 
are  not  - as  yet  - the  coun- 
try's legal  tender.  The  ven- 
i dors  never  liked  the  look  of 
the  Brazilian  Real,  devalued 
earlier  this  month  after 
weds  of  suspense! 

Dollars  are  already  widely 
accepted  in  shops  and  res- 
taurants throughout  Argen- 
tina. And,  since  the  Real’s 

fat)  president  CarV^s  ~M«rnwn 

has  thrown  his  weight 
behind  a proposal  to  abolish 
the  peso  in  favour  of  the  US 
currency. 

In  response,  former  presi- 
dent RaflJ  Alfonsfn  grumbled 
that  adopting  the  dollar 
would  make  Argentina  “an 
appendage”  of  the  US,  like 
Puerto  Rico. 

But  behind  its  rejection  of 
“dollarisation”,  the  opposi- 
tion is  watching  events  with 


mounting  alarm.  Presiden- 
tial elections  will  be  held  in 
October  and  the  political 
debate  is  shifting  away  from 
its  favoured  campaign 
themes. 

Mr  Menem  pushed  the 
debate  into  an  area  of  vis- 
ceral importance  for  Argen- 
tines - how  to  ring-fence  the 
economy  from  external 
shocks,  such  as  the  chaos 
that  has  descended  on  Brazil 
in  the  wake  of  devaluation. 
Memories  of  the  hyperinfla- 
tion of  the  1980s  and  early 
1990s  run  deep, 

“The  fact  that  this  plan 

throws  the  opposition  on  the 

defensive  is  doubtless  just 
one  of  Its -attractions  for 
Menem,"  one  official. 

Another  attraction  Is  that 
the  plan  reminds  nervous 
international  investors  that 
Argentina  has  a weapon  in 
its  policy  armoury  denied  to 
most  other  emerging  econo- 
mies. With  or  wlthont  a 
negotiated  accord  with  the 


US,  Argentina  could  dollar- 
ise in  the  free  of  a specula- 
tive attack,  officials  said. 

But  beyond  these 
short-term  considerations, 
senior  central  bank  and 
Economy  Ministry  officials 
are  increasingly  persuaded 
that  dollarising  under  a 
“treaty  of  monetary  associa- 
tion" with  the  US  would  pro- 
vide real  long-term  benefits 
for  the  economy. 

Convertibility,  the  cur- 
rency board  system  that  has 
pegged  the  peso  at  par  to  the 
dollar  since  1991,  has  worked 
well,  but  not  quite  well 
enough,  they  say  - investors 
still  flBTTumd  a premium  for 
the  perceived  risk  of  devalu- 
ation 

Argentina,  which  must 
back  every  peso  in  circula- 
tion with  a dollar  in  its  cen- 
tral bank  reserves,  has 
renounced  an  independent 
monetary  policy  and  handed 
the  setting  of  Interest  rates 
over  to  the  markets. 

The  markets  have  not 
exactly  been  kind  in  return. 
Every  time  a crisis  breaks  in 
an  emerging  economy, 
Argentine  Interest  rates 


spike  higher.  It  took  three 
months  for  Argentina  to  dif- 
ferentiate itself  from  other 
emerging  market  borrowers 
In  the  wake  of  last  year's 
Russian  defat  crisis  and 
regain  access  to  the  capital 
markets.  Then  came  Brazil. 

The  country,  helped  by  the 
restraints  imposed  by  con- 
vertibility. easily  meets  the 
European  Union’s  Maas- 
tricht convergence  criteria 
in  terms  of  its  fiscal  deficit, 
inflation  and  public  debt, 
officials  point  out 

“But  it's  like  we've  gone 
through  the  discipline  of 
convergence  without  the 
pay-off  in  terms  of  interest 
rates,"  said  one  official. 

“In  50  years  perhaps  the 
credibility  would  be  there. 
But  why  wait  that  long,  suf- 
fering high  spreads  vola- 
tility in  the  meantime?"  said 
another. 

Negotiation  of  a monetary 
treaty  with  the  US  is  seen  as 
a more  stable  option  than 
unilateral  dollarisation.  It 
could  take  two  to  three 
years,  according  to  central 
bank  president  Pedro  Pou, 
and  would  involve  US  agree- 


ment to  undertake  a “lender 
of  last  resort"  function  for 
Argentina. 

But  any  plan's  future 
depends  on  the  politicians. 
Mr  Menem,  barred  from 
seeking  a third  term,  must 


leave  office  in  December. 
Unless  the  incoming  govern- 
ment, of  whatever  party,  can 
be  persuaded  to  back  it, 
there  is  nothing  central 
bank  technocrats  can  do  to 
push  the  proposal  forward. 


Brazil  central  banker  rejects  capital  controls 


By  Beofl  Dyer  tn  SSo  Pateo 

The  introduction  of  strict 
capital  controls  would  have 
“tragic  consequences”  for 
Brazil  and  result  in  a mora- 
torium on  its  external  debt, 
Francisco  Lopes,  the  new 
president  of  the  country’s 
central  bank,  said  yesterday. 

He  said  President  Fern- 
ando Henrique  Cardoso  bad 


JUDGE  JACKSON  SOMNOLENT  EXTERIOR  HIDES  FINE  LEGAL  MIND 

Slumbering  bear  spends 
winter  with  Microsoft 


By  Rfctard  Wolffe 
hr  Washington 

He  may  be  considered  one  of 
Washington's  finest  legal 
minds  - a judge  who  pre- 
sifted over  the  cocaine  trial 
of  former  mayor  Marion 
Barry  and  now  holds  the 
future  of  the  world's  most 
valuable  company  in  his 
hands. 

But' Judge  Thomas  Jack- 
son  sits  through  the  Micro- 
soft monopoly  trial  as  if  he 
sorely  wishes  he  were  some- 
where else.  After  three 
months  in  a neon-lit,  win- 
dowless courtroom.  Judge 
Jackson  lolls  in  his  chair 
like  a slumbering  bear. 

As  a Microsoft  executive 
clashed  repeatedly  with  the 
US  government's  lawyer  yes- 
terday, Judge  Jackson 
robbed  bis  eyes  and  flashed 
several  glances  at  the  court- 
room dock.  The  arguments 
ranged  inconclusively  over 
the  definition  of  “market 
share"  and  “internet 
browser”,  as  the  judge 
appeared  to  be  contemplat- 
ing his  mid-morning  recess. 

However,  the  somnolent 
exterior  can  be  deceptive. 
Microsoft's  leading  lawyer 
leapt  to  his  feet  yesterday  to 
abject  to  repeated  questions 
over  the  company's  decision 
to  stop  using  the  word 
“browser”  - the  internet 
software  that  is  at  the  heart 


m 


Microsoft 

trial 


of  the  antitrust  trial.  Bui 
Judge  Jackson  slapped  down 
his  objection  with  the  firm- 
ness of  someone  who  could 
recall  the  entire  morning’s 
proceedings  from  memory. 

One  former  colleague  said 
Judge  Jackson  was  liked  by 
Washington’s  trial  lawyers 
precisely  because  of  bis  easy- 
going attitude.  "He  has  a 
huge  zest  far  life,"  be  said. 
“The  lawyers  who  appear  in 
front  of  him  love  him 
because  he  has  not  forgotten 
what  it  was  like  to  be  in  the 
well  of  the  courtroom. 

“There  are  many  judges 
who  just  sense  that  they 
know  the  parties’  case  better 
than  the  lawyers  and  get  in 
the  way  of  a trial.  Tom  is 
very  good  at  staying  out  of 
the  way  of  lawyers,  whether 
they  are  hanging  themselves 
or  setting  out  a good  case.” 

When  the  portly  61-year- 
old  Judge  intervenes  in  the 
proceedings,  it  is  invariably 
with  a joke.  Early  in  the 
trial  he  kicked  off  the  day's 
proceedings  with  a politi- 
cally Incorrect  joke  about 
bow  men  consider  comput- 
ers to  be  like  women  - as 
soon  as  you  commit  yourself 
to  one,  you  find  yourself 
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spending  your  pay  on 
accessaries. 

Judge  Jackson  is  above  all 
a long-standing  feature  of 
the  Washington  legal  estab- 
lishment The  son  of  a Wash- 
ington lawyer,  he  joined  the 
family  firm  - Jackson  & 
Campbell  - after  a career  in 
the  Navy  and  a law  degree 
from  Harvard  in  1964. 

He  was  an  attorney  in  1972 
for  Richard  Ntarn’s  Commit- 
tee to  Re-elect  the  President 
(Creep),  which  supported  the 
break-fn  of  the  Democratic 
National  Headquarters  in 
the  Watergate. 

IBs  status  as  a conserva- 
tive Washington  insider 
appears  to  have  Utile  influ- 
ence on  his  approach  to 
Microsoft  In  place  of  a 
Raaganesque  laissez-faire 
approach  to  antitrust  law. 
Judge  Jackson  has  repeat- 
edly ruled  against  the 
world's  largest  software 
company  over  big  and  small 

legal  issues  alike. 

He  apparently  cares  little 
tor  what  others  think  of  his 
judgments,  especially  the 
media. 

In  a recent  article  in  the 
Federal  Lawyer  magazine, 
Judge  Jackson  said;  T have 
a visceral  sense  that  the 
relationship  between  a 
potentially  newsworthy  case 
and  the  press  is  roughly 
comparable  to  the  relation- 
ship between  a healthy 
organism  ar*d  an  infectious  i 
disease. 

"Lessons  I have  learned 
the  hard  way  have  taught  i 
me  that  if  I regard  the  case  , 
in  just  that  way,  and  aett-  1 
vate  my  immune  system 
early  an,  both  I and  the  case 
are  leas  likely  to  suffer 
adverse  consequences.” 


CONTRACTS  Bt  TEMPERS  ' 

Agenxia  romanaper  la  preparaxione  del  Oiubileo  S.p A.  (Roman  Agency 
for  the  Preparation  of  the  Jubilee  CoJ  continues  to  receive  numerous 
afters  from  businesses  for  the  sponsorlzation.  of  individual  services  or 
works  intended  for  the  great  Jubilee  oT  the  year 2000,  an  occasion  when 
some  24  million  visitors  are  expected  to  come  to  Borne.  In  this  context, 
tiie  Agency  deems  it  useful  for  the  purposes  of  proper  information  to 
make  it  known  among  interested  parties  that  offers  for  the 
•ponwriatfon  of  the  promotion  of  brnri^we.  or  other  end.  mw  be 
inserted  in  the  context  of  a senes  of  Agency  activities,  as  also  m both 
physical  and  IT  or  telematic  spaces  connected  with  these  activities 
Very  briefly,  the  spaces  fa  question,  which  areofvuiions  sizes  and 
available  for  various  periods  of  time,  are  constituted  by  the  fences 
anmnd  construction  sites  and  the  scaffolding  surrounding  buildings 
that  are  undergoing  works  of  pribUc  utility  with  a view  to  the  Jubilee, 
as  also  by  FT  services  and  systems  widely  viewed  both  in  Italy  and 


the  co-ordinated  reservation  system. 
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ruled  out  the  imposition  of 
heavy  controls  on  the  for- 
eign exchange  market,  such 
as  a system  of  rationing  dol- 
lars by  the  central  bank. 

His  comments  brought 
some  relief  for  the  Real, 
which  by  mid-afternoon  was 
trading  at  RSL86  to  the  dol- 
lar, after  having  fallen  to 
R$1B6.  On  Monday  night  the 
currency  closed  at  RS1.7B. 


However,  share  prices  on  the 
Sfio  Paulo  stock  exchange 
were  &2  per  emit  higher  by 
mid-afternoon.  The  currency 
has  devalued  35  per  cent 
since  the  government  was 
forced  to  abandon  its  peg  to 
the  dollar  an  January  IS. 

The  government’s  seeming 
inability  to  control  the 
devaluation  vm*  prompted  a 
debate  within  Brazil  over  the 


virtues  of  Malaysia-style  cap- 
ital controls. 

On  Sunday  the  Folha  de 
Sflo  Paulo,  one  of  the  coun- 
try's leading  newspapers, 
ran  a front-page  editorial 
nailing  for  the  rationing  of 
dollars,  a policy  known  as 
centralisation,  to  stabilise 
the  currency. 

“Centralisation  would 
inevitably  lead  Brazil  into  a 


moratorium,”  said  Mr  Lopes. 
“We  spent  10  years  paying 
the  price  for  the  moratorium 
in  the  early  ’80s,  a time 
when  we  were  considered  a 
second-class  country." 

The  economy  would  lose 
access  to  external  credit  and 
direct  foreign  investment, 
expected  to  be  $25bn  this 
year,  he  added. 

Mr  Lopes,  who  was  speak- 


ing at  a confirmation  hear- 
ing In  the  Senate,  also  ruled 
out  a currency  board  and 
said  Argentina  should  not 
dollarise  its  economy. 
“Argentina  would  become  a 
type  of  Panama.  The  cur- 
rency is  one  of  the  bases  of 
any  society,"  he  said. 

Interest  rates  could  be 
raised  again  to  stop  further 
currency  fells. 


Great  homecomings  guaranteed. 
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Rnnalr  Rush  one  of  the  most  . 
generous  mleaoe  programme*  In 
the  world.  The  mom  you  fly,  the 
more  you  get.  And  wfth  our . 
international  partners,  your  Rnnak 
Pfua  account  grow  when  you  fly 
anywhere  In  the  wortd.  Join  today. 

For  more  hi  ton  nation  csB 
your  tooel  FlnnaD-  offloe. 
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CHANGE  THE  PERSPECTIVE. 

We  work  hard  for  punctual  departures  and  arrivals.  We  work  hard  for  fast 
and  nailable  connections,  too.  So  when  we  talk  about  service  and  keeping 
our  promises,  we  mean  It.  Actually,  we  are  quite  famous  for  that. 

If  your  Interest  Des  In  the  new  Northern  Europe,  we  cover  the  re^on 
for  you.  And  If  you  are  hearfng  further  east  or  west,  we  can  fly  you  there  as 
wel,  via  the  Helsinki  gateway,  voted  Europe’s  best  akport  by  the  travelers. 
CaB  us  If  you  are  ready  to  change  your  perspective. 
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BRITAIN 


Oilfield  royalty  rules  may  be  eased 


By  KmCn  Brawn, 
industry  Editor 


The  government  is  consid- 
ering simplifying  the  royalty 
remission  regime  for  North 
Sea  oilfields  to  help  the 
beleaguered  industry  cope 
with  a collapse  in  oil  prices 
which  has  jeopardised  fresh 
Investment 

John  Battle,  the  energy 
minister,  will  meet  oil  execu- 
tives today  to  discuss  a sis- 
point  action  plan  designed  to 
cut  the  industry's  cost  base 
and  help  it  cope  with  price 
cuts  of  more  than  SO  per  cent 


in  the  past  15  months. 
Benchmark  Brent  crude  was 
trading  at  about  *10,70  a bar- 
rel yesterday  - above  its  12 
year  low  of  *9-64  in  Decem- 
ber. but  well  below  the  $21 
tor  which  it  was  selling  in 
September  1997,  when  the 
government  was  considering 
increasing  oil  taxes. 

Royalties,  which  have  pro- 
duced about  £&50m  annually 
for  the  government  in  recent 
years,  are  a levy  on  produc- 
tion charged  on  fields  that 
were  operating  before  1982. 
This  Includes  many  early 
fields  which  were  nearing 


the  end  of  their  productive 
lives  before  profitability  was 
damaged  by  low  prices. 

Officials  say  ministers  are 
considering  making  it  easier 
for  companies  to  apply  for 
either  partial  or  total  exemp- 
tion hum  royalty  payments 
If  that  would  keep  in  produc- 
tion fields  that  would  other- 
wise dose. 

“Nothing  is  ruled  in  and 
nothing  is  ruled  out,”  Mr 
Battle  said.  “It  is  not  ruled 
Off  the  agenda.  It  is  not  a 
no-go  area.  We  are  prepared 
to  look  at  fiscal  Questions." 

Mr  Battle,  who  chairs  a 


government  and  industry 
task  force  on  afl  and  gas  pro- 
duction, said  ministers  were 
determined  to  ensure  the 
industry  survives.  “We  are 
not  going  to  sit  back  while 
there  Is  a low  price  and 
watch  the  industry  decline," 
he  said. 

The  task  force  will  also 

dISCUSS  ways  Of  making  the 

regulation  and  licensing 
regime  work  better,  includ- 
ing greater  co-ordination 
between  field  development 
plans,  safety  regulations  and 
environmental  assessments. 

The  other  points  in  the 


action  plan  cover  ways  of 
improving  the  competitive- 
ness of  the  supply  chain  and 
simplifying  contractual 
issues;  better  and  quicker 
use  of  new  technology  and 
other  innovations;  improv- 
ing flkiTlB  anW  training;  and 
sustainable  development. 

The  task  force,  set  up  in 
November  by  Peter  Mandel- 
son,  the  former  trade  and 
industry  secretary,  is  expec- 
ted to  report  within  six 
months.  However,  ministers 
say  some  of  the  group’s  con- 
clusions will  be  Implemented 
more  quickly. 


Few  In  government  or  the 
industry  expect  the  oil  price 
to  recover  much  in  the  short 
term.  “What  people  are 
doing  now  is  adjusting  for 
and  planning  for  an  ofl  price 
that  is  unlikely  to  rise  signif- 
icantly in  the  near  future” 
said  Mr  Battle. 

The  oil  and  gas  industry 
employs  about  30,000  peojfle 
offshore,  and  has  created 
about  300,000  onshore  jobs 
over  the  past  30  years.  Total 
government  revenue  from  ofl 
and  gas  grids,  which  peaked 
at  £12.1m  in  1984-85, 
amount ed  to  s&Sta  last  year. 


Corrosive  influence  of  power  begins  to 
tarnish  image  of  Blair  administration 

PM's  high  rating  in  polls  is  not  shared  by  his  government,  says  Deborah  Hargreaves 


Labour  MP  denies  four  charges 


Today's  Labour  govern- 
ment led  by  Tony  Blair 
bears  little  resemblance 
to  the  one  swept  from  power 
by  Margaret  Thatcher  and 
her  Conservative  party 
almost  20  years  ago. 

Britain  was  then  emerging 
from  the  notorious  “winter 
of  discontent”,  a series  of 
public-sector  strikes  that 
had  almost  brought  Britain 
to  a standstill. 

The  Conservatives  ruled 
for  the  next  IS  years,  and  for 
most  oF  the  1960s  it  was  hard 
to  Imagine  how  Labour 
would  regain  power.  But  by 
the  time  Labour  was 
returned  with  a landslide 
victory  two  years  ago.  the 
Conservative  administration 
was  riven  by  factional 
infighting,  corruption  and 
shady  financial  deals. 

Mr  Blair  set  as  his  mission 
a clean-up  of  British  politics 
and  said  he  would  govern  for 
the  “whole  nation".  He 
sounded  surprisingly  like  a 
Labour  version  of  Mrs 
Thatcher,  and  the  two  are 
said  to  get  on  well. 

His  tight  grip  on  the  pre- 
sentation of  his  party’s  pol- 
icy certainly  resembled  that 
of  the  “iron  lady^. 

The  economic  climate 
Inherited  by  Mr  Blair  could 
hardly  be  more  different 
from  that  of  1979.  Far  from 
being  in  the  pip  of  strikes 
and  union  power,  Britain 


has  seen  Its  uninng  emascu- 
lated by  successive  Conser- 
vative legislation  and  Mr 
Blair  has  reduced  their 
long-standing  influence 
within  the  Labour  party. 

But  Mrs  Thatcher’s  Achi- 
lles heel  - relations  with  the 
European  Union  - has  come 
to  haunt  Mr  Blair  in  the 
shape  of  a public  row  over 
tax  harmonisation  between 


Opposition  party 
taunts  about 
Tony’s  cronies’ 
have  begun  to 
inflict  damage  on 
their  targets 


countries  and  UK  indecision 
over  when  It  will  adopt  the 
euro. 

Mr  Blair’s  halo  of  reform- 
ist zeal  has  also  been 
tarnished  In  recent  months 
as  his  government  fallen 
victim  to  some  of  the  corro- 
sive Influences  of  power. 

First,  a prominent  minis- 
ter resigned,  after  what  he 
described  as  "a  lapse  of  judg- 
ment": he  met  strangers  in  a 
London  park  and  was  later 
robbed,  but  denied  a sexual 
motive  for  the  late-night 


encounter.  Some  months 
later,  a secret  loan  between 
two  top-level  ministers  was 
revealed,  leading  to  accusa- 
tions of  cronyism  between 
members  of  the  cabinet. 

The  ministers  Involved 
resigned.  But  the  Conserva- 
tive slogan  “Tony's  cronies” 
stuck,  as  the  opposition 
party  accused  Mr  Blair  of 
planning  to  fill  a reformed 
upper  chamber  of  parliament 
with  cronies. 

Further  embarrassment 
came  with  the  publication  of 
a book  by  the  former  wife  of 
Robin  Cook,  the  foreign  see- 
rotary,  which  paints  a pic- 
ture of  a womanising,  heavy 
drinker  with  a strong  antipa- 
thy towards  some  of  bis 
most  senior  government 
colleagues. 

Rumours  of  deep  divisions 
between  forward-looking 
ministers  and  old-style 
Labourites  have  been  more 
difficult  to  throw  off.  Persis- 
tent claims  of  a riff  between 
Gordon  Brown,  chancellor  of 
the  exchequer,  and  Mr  Blah- 
have  forced  both  to  come  up 
with  speeches  in  praise  of 
the  other. 

Labour  is  not  in  danger  - 
its  majority  in  the  House  of 
Commons  is  vast.  But  the 
government  has  been  given 
a taste  of  the  sleaze  that 
proved  so  disastrous  for  the 
Conservatives  in  the  mid- 
1990s  and  reinforced  public 


cynicism  about  politicians. 

Mr  Blair  has  tried  to  divert 
repeats  away  from  the  vaga- 
ries of  his  own  ministers 
towards  the  government's 
key  policy  areas. 

But  the  bad  press  has  been 
exacerbated  by  a crisis  in 
the  state  health  service, 
which  has  been  over- 
burdened by  a rush  of  influ- 
enza cases.  Scare  stories 
about  hospitals  running  out 
of  beds  and  Intensive  care 
units  strained  to  breaking 
paint  do  not  make  easy  read- 
ing for  ministers  who  cham- 
pioned the  service  . and 
pledged  to  reduce  waiting 
lists  for  operations. 

In  addition,  last  week's 
decision  by  Paddy  Ashdown, 
leader  of  Britain’s  third 
party,  the  Liberal  Demo- 
crats, to  stand  down  this 
year  could  endanger.  Mr 
Blair’s  cherished  “project"  of 
a possible  partnership  with 
Mr  Ashdown's  pro-European 
party.  The  “project”  is 
extremely  unpopular  among 
some  members  of  Mr  Blair’s 
own  government. 

Mr  Blair  himself  has 
managed  to  escape  much 
personal  criticism  and  his 
approval  rating  in  opinion 
polls  is  still  high.  But  he 
needs  to  direct  the  public’s 
attention  back  to  some  of 
Labour's  key  policies  and 
successes  if  he  Is  to  dispel  a 
sense  of  drift 


Mohammed  Sarwar  (above), 
a Labour  MP  and  the  UK's 
first  Moslem  MP,  yesterday 
denied  four  charges  when 
hie  trial  opened  In 
Edinburgh,  Scotland.  He  was 
accused  of  attempting  to 
pervert  the  course  of  justice, 
understating  election 
expenses,  and  of  an  alleged 
fraudulent  scheme  to  have 
four  names  added  to  the 
voting  register.  One  charge 


alleges  that  he  attempted  to 
pervert  the  course  of  justice 
by  Inducing  a man  to  make 
false  statements  about  two 
other  candidates  in  return 
for  a payment  of  £5,000 
($8,250). 

With  a co-accused, 
Mumtaz  Hussain,  Mr  Sarwar 
further  denies  attempting  to 
pervert  the  course  of  justice 
by  pretending  that  the 
payment  was  a loan. 


NEWSDiGEST 


INWARD  MVESTMEMT - 

Chinese  companies  study 
potential  factory  ventures 

Three 

of  the  China  AAJnBWWn  fls***^  ^ 

Bechonic  Enterprises.  The  names  of  the  < 
not  disclosed-  . -.n  days  in  the  UK, 

The  Chinese  deleastwn. » a medium- 
discussed  a joint  manufacturing  ^ 

sized  electronics  cornt?a^L-t  with  a medium  to  large- 
venture  manufacturing  project  marketing 

sized  consumer  comply 

and  research  and  development  mainland 
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S0  manufacturing  - a similar 


INTERNET  ACCESS 
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will  be  able  to  obtain  the 
npact  discs  available  from  Toys  R US  sta  es- 
vein  the  UK  internet  service  provider  market  «s 
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ANTI-RABIES  LAWS  

Reform  may  come  before  2000 

Britain’s  tough  anti-rabies  laws  could  be  scrapped  fo® 
end  of  the  year  under  government  plans  to  reform  the 
quarantine  system.  The  British  Isles  are  free  of  the  dis- 
ease,  which  occurs  m much  of  north-west  Europe,  and  uK 
law  requires  ail  domestic  animals  entering  the  country  to 
be  quarantined  for  six  months  at  the  owners'  expense 
even  if  the  animals  have  been  vaccinated. 

Nick  Brown,  agriculture  minister,  has  tola  the  Royal 
Society  for  the  Prevention  of  Cruelty  to  Animals  that  he 
wants  early  introduction  of  “pet  passports"  for  animals 
Immunised  against  rabies.  He  is  considering  changing  the 
taw  using  "secondary  legislation”,  which  is  not  dependent 
on  the  provision  of  a scarce  slot  in  the  packed  legislative 
timetable  of  the  House  of  Commons.  About  5.000  dogs 
and  3,000  cats  spend  six  months  in  quarantine  in  the  UK 
every  year.  George  Parker,  London 


EU  DEVELOPMENT  AID 


GOVERNMENT  OF  THE  REPUBLIC  OF  ALBANIA 
MINISTRY  OF  FINANCE 

PRIVATISATION  OF 

THE  NATIONAL  COMMERCIAL  BANK  OF  ALBANIA 

The  Ministry  of  Finance  (MoF),  on  behalf  of  the  Government  of  Albania, 
advertises  foe  privatisation  process  of  foe  National  Commercial  Bank  (NCB)  of 
Albania  (Decision  No.  725  of  date  18.11.1998),  in  order  to  pre-qualify  potential 
investors. 

NCB  is  currently  a 100%  state-owned  retail  commercial  bank  with  a nation  wide 
network  of  10  branches  with  its  headquarters  in  Tirana. 

As  defined  in  foe  privatisation  formula  of  NCB,  (Law  No.  8433  of  date 
21.12.1998)  100%  of  shareholding  will  be  privatised.  More  than. 50%  of  shares 
will  be  sold  to  a strategic  investor,  namely  a bank  with  an  active  commercial 
banking  experience,  through  an  open  international  tender.  The  remaining  shares 
may  be  sold  to  financial  inyestors  through  negotiations. 

The  tendering  process  will  be  in  two  stages: 

• pre-quafiftcation  process  of  potential  investor 

• evaluation  and  final  selection 

Potential  investors  are  asked  to  present  foe  following  documents: 

• Act  of  establishment,  bank  by-law,  brief  profile  of  foe  bank  and  Its  activities, 
including  country  of  origin,  scope  and  scale  of  national  and  international 
banking  operations  for  the  past  three  years,  amount  of  capital,  management 
system  and  its  administrators 

• Auditor’s  report  for  the  past  three  years 

• Audited  balance  sheet  for  the  past  three  years 

• Audited  profit  and  loss  accounts  for  the  past  three  years 

• Written  consent  from  supervisory  authorities  of  foe  country  of  origin  for 
licensing  and  carrying  out  banking  activities  In  Albania 

Documents  sent  in  advance  by  Interested  investors  are  valid  and  pre- 
quaRficatlon  will  be  based  on  the  above  requested  documents. 

Pre-qualification  of  potential  investors  will  be  based  on  the  following  criteria: 

• Reputed  international  bank  or  financial  group  with  direct  commercial  banking 
experience 

• Commercial  banking  operations  in  several  countries 

• Proven  financial  and  technical  resources  to  develop  NCB  as  a major 
commercial  bank  in  Albania 

• Proven  capability  to  integrate  NCB  into  Hs  International  operations 

• Adequate  evidence  to  demonstrate  that  all  Albanian  banking  and  other 
relevant  legislation  requirements  would  be  met  notably  the  granting  of  a 
banking  license  be  the  Bank  of  Albania 

New  investors  who  are  interested  to  take  part  in  foe  privatisation  of  NCB,  should 
request  from  the  Banking  Supervision  Department  in  foe  MoF,  Tel/Fax  ++  355  42 
350  62,  until  1"  February  1 999,  a copy  of  “A  review  of  National  Commercial  Bank 
as  an  Investment  opportunity”  against  signing  a confidentiality  agreement 

MoF  wilt  prepare  a short  list  of  qualified  investors  who  will  be  invited  to  submit  a 
final  bid  proposal.  Selection  criteria  for  tendering  win  be  attached  to  foe 
invitation. 

Tender  will  be  opened  on  15*  February  1999  at  12.00  am. 

The  objective  of  the  tender  process  will  be  to  rank  the  bids  in  term  of  priority  for 
entering  into  direct  negotiations. 

AH  documents  must  be  submitted  in  English  language  to; 

Mr.  Drttan  Prifti, 

Chief  of  Cabinet, 

Ministry  of  Finance, 

Bulevardi  “Deshmoret  e Kombit* 

Tel/Fax ++355  42  37937, 

Tirana, 

Albania 

Tirana,  22  Jan.  1999 
/c 


Hopes  for 
economy 
boosted 
by  survey 

By  ftichani  Adams  and 
Christopher  Adams 
in  London 


A sharp  revival  of  export 
and  business  confidence 
among  UK  manufacturers 
was  announced  yesterday, 
raising  hopes  that  a soft 
landing  for  the  economy 
may  be  in  prospect 

The  latest  issue  of  the 
Confederation  of  British 
Industry's  quarterly  indus- 
trial trends  survey  found 
i that  many  manufacturers 
reported  that  domestic 
demand  remains  weak,  but 
that  the  pace  of  decline  was 
slowing  from  the  rapid  Calls 
seen  last  year. 

But  the  employers’  organi- 
sation was  quick  to  warn 
that  the  figures  still  showed 
a tight  squeeze  on  company 
profits  and  prices.  It  said  it 
was  “too  soon  to  say” 
whether  manufacturing  bad 
reached  a turning  point. 

“With  output  expected  to 
continue  falling,  jobs  are 
likely  to  be  cut  at  a faster 
rate  over  the  next  few 
months,"  said  Kate  Barker, 
the  CBI's  chief  economic 
adviser.  "A  half-point  cut  in 
interest  rates  is  needed  In 
February  to  prevent  an 
unnecessarily  prolonged  and 
severe  slow-down." 

The  CBI's  closely-watched 
business  optimism  poll,  of 
nearly  900  manufacturers, 
improved  from  a net  percent- 
age balance  of  minus  58  in 
the  previous  October  survey, 
to  a balance  of  minus  40. 
Export  optimism  recovered 
more  firmly,  from  minus  41 
in  October  to  minus  lB. 

The  CBI  attributed  much 
of  the  improvement  to  the 
steady  weakening  in  the 
strength  of  the  pound  during 
the  last  three  months,  and 
the  series  of  decisions  by  the 
Bank  of  England  to  cut 
Interest  rates  in  each  of  the 
last  four  months. 

• Eddie  George,  governor  of 
the  Bank  of  England,  the  UK 
central  bank,  yesterday  wel- 
comed the  recent  slide  In 
sterling,  saying  that  the 
pound  had  been  artificially 
high.  But  he  warned  a com- 
mittee of  the  House  of  Lords, 
the  unelected  upper  chamber 
of  parliament,  that  the  slow- 
down in  the  world  economy 
would  probably  continue  to 
exert  pressure  on  exporters. 


Beatings  put 
strain  on  accord 
over  N Ireland 


By  David  tifighton, 
Political  Correspondent 


The  bipartisan  approach  in 
the  House  of  Commons  to 
the  Northern  Ireland . peace 
process  will  be  strained  to 
breaking  point  today  with  a 
renewed  call  from  the  oppo- 
sition Conservative  party  for 
the  government  to  postpone 
further  releases  of  paramili- 
tary prisoners.  Traditionally 
the  Conservative  and  labour 
parties  have  supported  eaqji 
other's  efforts  to  secure 
peace  in  the  region. 

Andrew  Mackay,  Conser- 
vative Northern.  Ireland 
spokesman,  will  declare  it 
“immoral"  for  additional 
releases  to  take  place  while 
paramilitary  punishment 
bearings  continue. 

Mr  Mackay  will  call  on 
MFs  in  the  governing 
Labour  party  to  back  a 
morion  by  Frank  Field,  a 
respected  former  minister, 
urging  the  government  to 
slow  the  releases.  The 
motion  says  the  government 
should  use  the  programme 
as  a “political  sanction 
against  a . . . regime  of 
increasingly  brutal  intimida- 
tion”. Mr  Field's  move 
underlines  increasing  con- 
cern on  the  Labour  back 
benches  at  the  beatings 
which  the  Conservatives 
claim  are  a breach  of  the 
1998  peace  agreement. 

Mo  Mowlam,  chief  North- 


ern Ireland  minister  in  the 
UK  government,  said  yester- 
day the  paramilitary  cease- 
fires were  holding  and  the 
releases  should  continue.  “If 
you  read  the  agreement, 
look  at  the  criteria  hy  which 
I make  my  judgment  arid  the 
evidence  I receive  - my  view 
is  that  the  ceasefire  is  not 
breaking  down." . 

However,  ministers  are 
known  to  be  worried  about 
the  impact  of  the  beatings 
on  the  peace  process.  The 
Conservatives  say  their  pri- 
vate polls  show  the  govern- 
ment's approach  to  prisoner 
release  Is  the  most  unpopu- 
lar of  its  policies. 

Conservative  officials 
insist  the  party  remains 
committed  to  the  bipartisan 
approach  to  Northern 
Ireland  but  that  does  not 
mean  it  gives  the  govern- 
ment “a  blank  cheque”. 

• Micbelin,  the  French  tyre 
maker  will  expand  its  Bally- 
mena plant  with  a £12m 
($20m)  investment  to  relo- 
cate truck  tyre  production 
for  North  America  In  North- 
ern Ireland,  writes  John 
Murray  Brown  tn  Dublin. 

The  announcement  brings 
Michelln's  investment  in 
Northern  Ireland  over  the 
past  10  years  to  £90m.  It 
employs  1,350  people,  mak- 
ing bus  and  track  tyres  and 
producing  rubber  com- 
pounds Car  use  in  Ballymena 
and  other  Michelin  plants. 


Call  to  help  poorest  countries 

The  UK  yesterday  called  on  the  European  Union  to 
rebalance  its  development  aid  budget  to  provide  poorest 
countries  with  a greater  share.  George  Foulkes,  junior 
development  minister,  told  members  of  the  European  par- 
liament and  non-governmental  organisations  that  the  pro- 
portion of  EU  development  aid  going  to  the  poorest  coun- 
tries had  fallen  from  more  than  70  per  cent  10  years  ago 
to  about  50  per  cent 

The  balance  needed  to  be  shifted  if  the  EU  was  to  help 
bring  about  Its  aim  of  contributing,  by  2015,  to  a 50  per 
cent  cut  in  the  proportion  of  the  world’s  population  living 
In  extreme  poverty.  Mr  Foulkes’  intervention  is  part  of  an 
effort  by  tiie  UK  government  to  reform  EU  aid.  The  gov- 
ernment's Department  for  International  Development . 
recently  said  the  EU's  financial  and  procurement  proce- 
dures acted  as  a brake  on  flexible  and  efficient  implemen- 
tation. Mr  Foulkes  yesterday  said  more  than  70  per  cent  of 
the  poorest  people  lived  in  Asia  but  in  1997  the  EU  had 
spent  only  15  per  cent  of  its  $6.7bn  development  aid 
there.  Michael  Smith,  Brussels 


BREWER’S  APPEAL 

Court  to  rule  on  lower  duty 

The  Court  of  Appeal  in  London  yesterday  reserved  judg- 
ment on  whether  to  allow  brewer  Shepherd  Neame  to  take 
its  battle  for  lower  UK  beer  duty  rates  to  the  European 
Court  of  Justice  in  Luxembourg.  Three  judges  said  foe  rul- 
ing would  be  given  later.  An  advocate  for  the  company.  . 
based  in  south-east  England,  told  the  judges  that  foe  aim 
was  to  “prevent  British  beer  succumbing  to  its  Continental 
rivals”  and  stem  the  tide  of  cheap  Imports  from  France 
and  Befgum.  He  accused  the  UK  government  of  acting  in 
breach  of  European  Union  law  by  imposing  two  succes- 
sive Increases  In  excise  duty  on  domestic  beer. 


STATE [PAYMENT  DELAYS 

Firm  ‘delivered  to  contract’ 

Andersen  Consulting  is  to  resist  paying  anv  further 
pension  to  the  UK  government  fo?  theS^t^ 

01  ***  new  National  Insure 
recording  system.  The  firm,  which  developed  the  si 

IO  its  contract  and  is  continuing  to  do  so  even  thru 
hundreds  of  thousands  of  Davmente  in  


Output  at  Land  Rover  to  be  curbed 


By  Juflstta  Jowtt  to  Birmingham 


The  Rover  offshoot  of  BMW 
is  to  suspend  production  of 
two  Land  . Rover  models 
because  of  a drop  in  demand. 

Work  will  be  suspended  on 
the  Defender  range  for  two 
weeks  and  on  the  Range 
Rover  for  one  week  as  part 
of  a company  wide  cut  of 
“several  thousand”  vehicles. 

The  company  said  the  cuts 
would  “not  be  significant" 
and  it  hoped  they  would  be 
made  up  during  the  second 
half  of  the  year,  when 
demand  traditionally  picks 
up.  "It  [the  suspension]  is  to 
smooth  production  levels  in 
the  early  part  of  the  year  to 


parallel  market  demand  and 
In  the  latter  part  of  the  year 
we  expect  demand  to 
increase,”  the  company  said. 

The  move  is  nonetheless  a 
setback  for  Rover  because 
Land  Rover  sales  are  needed 
to  compensate  for  falling  car 
sales.  Falling  demand  for 
Land  Rover  would  deepen 
problems  for  the  loss-making 
group,  which  last  year 
imposed  2,500  redundancies. 
Production  volumes  for  the 
new  Rover  75  car  have  also 
been  halved  because  of  low- 
er-t  han-expected  demand. 

Figures  for  1998  show  that 
although  total  Land  Rover 
sales  rose  20  per  cent  to 
151,500.  sales  of  the  tradi- 
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COMPUTR  LINKS  LAUNCH  OF  JINI 


INFORMATION  TECHNOLOGY 
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* iviagical  link-up 
fdr  peripherals 


Answfl  to  a computer  user's  prayer  or  a bridge 
too  fa f Louise  Kehoe  on  Sun  Microsystems’ 
extenfon  to  its  Network  Computer  approach 
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poorest  countries 


anyone  who  has  ever 
led  to  get  a new 
iter,  or  perhaps  a scan- 
'ork  with  their  personal 
Jini  sounds  indeed  like 
of  a genie.  The  new 
from  Sun  Microsys- 
to  make  connect- 
iputer  equipment  as  easy 
in  a toaster, 
is  just  too  compli- 
Sun  mainfaiing  especially 
It  comes  to  Unking  comput- 
* peripherals  on  a network. 

iputer  manufacturer,  soft- 
developer  and  outspoken 
bsoft  critic  has  set  out  to  cre- 
approach  to  computer  net- 
that  hidesi  aH  the  com- 
and  makes; networks  far 
flexible.  } 

' : may  be i too  soon  to 
disbelief.  Before  Sim  can 
on  its  promises,  the 
ipany  must  /overcome  its 
irals  ik  the  PC  ind- 

ion  of  Sun's 
to  dis- 
which  Scott 
ief  executive, 

as:  “Something 

Sat  you  need  a teenager  to 

! A cheerieade . for  the  “network 
Jcmputer"  - i simple  terminal 
assigned  to  Ink  users  to  the 
^lternet  - >un  misses  no 
Opportunity  to  challenge 
licrosofL 
With  Java,  idiliikua  franca  for 
imputing  that  mables  programs 
jtn  run  on  any  to  of  computer, 

I no  matter  wbick- operating  sys- 
■ tem  or  hardware:  used,  Sun  has 
waged  a three-ycr  battle  to  per- 
suade the  compyer  industry  that 
it  is  moving  intf  a “post-PC  era" 
in  which  Wincfws  software  will 
become  irrelevnt 
Now  Sun  is  ©plying  a similar 
“network-cenfic"  approach  to 
linking  periperals  - whether 
they  be  printfs,  digital  cameras, 
hand-held  epputers  or  even 
household  Appliances.  Jini, 
launched  oicially  this  week, 
automates  ti  process  of  creating 
a network  1 computing  devices 
.by  adding  ‘ptelligence' 

! A Jmi-erpled  digital  camera. 
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for  example,  would  incorporate  a 
microprocessor  and  a small  Java 
program  that  identifies  the 
device  and  its  capabilities.  If  the 
camera  were  plugged  into  a com- 
puter, or  a printer,  it  would  auto- 
matically transmit  a message  to 
the  other  devices  on  the  network, 
providing  instructions  on  how  it 
could  be  used. 

A central  “look-up  service1'  - 
typically  stored  on  a PC  or  a net- 
work server  - would  list  all 
the  devices  linked  to  a network 
and  make  their  services  available 
to  authorised  users.  The  look-up 
service  would  be,  in  effect, 
a switchboard  making  connec- 
tions between  Jini-enabled 
devices. 

Jini  turns  today's  computer 
network  architectures  on  their 
heads.  Sun  claims.  Rather  than 
giving  desktop  computers  the 
task  of  finding  and  identifying 
other  devices  on  a network,  Jini 
spreads  the  responsibility. 
.Every  device  on  a network 
would  be  in  charge  of  its  own 
services. 

With  Jini,  networks  could  be 
created,  disassembled  and  recon- 
figured at  will.  Sun  says.  A group 
of  users  might  plug  their 
machines  together  for  the  dura- 
tion of  a project  and  then  rebuild 
the  network  when  the  job  was 


‘This  turns  “plug 
in  and  pray”  into 
“plug  in  and 
it  works”  9 


done  - all  without  the  assistance 

of  technicians 

In  the  home,  computers,  televi- 
sions, kitchen  appliances  and 
telephones  might  be  linked,  via 
the  internet,  to  create  a virtual 
“home  network”.  Or,  as  Sun  sug- 
gests. sales  executives  from  a 
group  of  companies  co-operating 
on  a contract  bid  might  network 
the  equipment  they  cany  with 
them  on  a business  trip  - a lap- 
top computer,  a disk  drive.  Palm 


Pilot  hand-held  devices  - and 
link  them  all  to  the  television 
screen  in  a betel  room  to  create  a 
network. 

“This  turns  ‘plug  in  and  pray' 
Into  “plug  in  and  it  works',"  says 
Ed  Zander,  Sun’s  chief  operating 
officer,  in  a thinly  veiled  dig  at 
Microsoft's  Plug  and  Play  PC 
technology,  which  is  supposed  to 
enable  PC  users  to  add  new 
peripherals  with  ease. 

However,  the  success  of  Jini 
wEQ  depend  largely  on  Sun's  abil- 
ity to  persuade  manufacturers  of 
computing  devices  and  internet 
services,  to  adopt  the  new  tech- 
nology. Only  if  a wide  variety  of 
computing  devices  are  Jini- 
enabled  will  the  technology 
become  a useful  standard. 

At  its  Jini  launch  event  in  San 
Francisco  on  Monday,  Sun 
claimed  to  have  won  the  support 
of  87  companies,  ranging  from 
Kodak  to  Xerox,  that  were 
“currently  Integrating  the 
technology  into  next-generation 
devices  for  home  and  busi- 
ness". 

Consumer  electronics  compa- 
nies, in  particular,  were  enthusi- 
astic about  the  technology. 

Bosch-Slemens  pledged  that 
Jini  would  become  “an  integral 
part  of  our  global  efforts  to 
develop  advanced  products  and 
services”.  Sony,  Philips  and  oth- 
ers said  their  scheme  for  home 
networking  would  be  “bridged  to 
Jini".  Sharp  saw  potential  for  it 
in  “mobile  devices”  and  Samsung 
declared  Jini  “a  solution  that  will 
change  the  future  of  home  net- 
works". 

Cisco,  the  leader  in  networking 
equipment,  also  recognised  the 
potential  of  Jini  in  home  net- 
works and  3Com  was  enthusias- 
tic about  using  it  to  link  its  popu- 
lar Palm  Pilot  hand-held 
computers  to  internet  informa- 
tion services. 

Yet  the  first  market  oppor- 
tunity for  Jini  is  probably  in  the 
office,  rather  than  the  home.  Sun 
acknowledged.  Small  businesses 
that  cannot  afford  the  services  of 
IT  professionals  to  manage  their 
networks,  and  bigger  companies 
that  want  to  reduce  IT  costs,  will 
be  the  first  to  adopt  Jini- 
enabled  products,  said  Mike 
Clary.  Jini  general  manager 
at  Sun.  In  home  offices.  Jini 
would  also  be  welcomed  with 


open  arms,  he  predicted. 

For  these  computer  users  the 
real  challenge  is  hooking  up  new 
printers,  scanners,  modems  and 
other  standard  PC  peripherals 
and  then  persuading  several  PCs 
to  share  the  devices. 

Yet  few  of  the  leading  manu- 
facturers of  these  products  have 
committed  themselves  to  adopt- 
ing Jini.  Hewlett-Packard,  the 
leading  supplier  of  PC  printers, 
for  example,  expressed  only  luke- 


warm support  for  the  technology. 

Although  it  is  the  first  such 
technology  to  make  a big  splash. 
Jini  has  lots  of  competition. 
Microsoft  recently  unveiled  its 
scheme  for  linking  computing 
devices  - “Universal  Plug  and 
Play"  - offering  similar  advan- 
tages to  Jini  while  maintaining 
the  ubiquitous  Windows  software 
standard.  Lucent,  IBM  and 
Hewlett-Packard  also  have 
their  own  ideas  for  new  ways 


to  make  it  easier  to  hook  up 
computing  devices  on  a 
network. 

In  this  competitive  arena. 
Sun's  Jini  has  one  serious  draw- 
back. Few  computer  users  are 
likely  to  throw  out  the  products 
they  use  in  favour  of  new  Jini- 
enabled  equipment  Son's  scheme 
must  therefore  incorporate  ways 
to  link  “legacy”  equipment  to 
new  Jini-enabled  devices.  This 
will  be  achieved,  according  to 


Sun,  by  switching  the  tanka  of 
identifying  and  managing  periph- 
erals back  to  the  desktop  or  net- 
work server. 

In  the  real  world,  it  seems  that 
even  Jini's  magic  cannot  trans- 
form the  complexity  of  "legacy” 
PC  networks  overnight.  Rather, 
the  new  Sun  technology  will 
have  to  prove  itself  in  a looming 
standards  battle  that  spells  yet 
more  complexity  for  computer 
users. 
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x led  by  Matthew  Jfnes, 
irking  with  Reuters 
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i this  problem 
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; will  avoid  the  site 
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It  is  a bit  like  the  oui  ner 
or  a Word  document ' says 
LAt  Jones,  “except  yc  end 
ylljp  with  an  outline  of  n 
LenUre  site,  not  just  a ingle 
Ipage.  Our  software 
accesses  a site,  the 
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| The  tool  exploits 
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The  HTML  code  c 
labels  and  pointers 
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pages  and  mark 
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f Panasonic's  net  compact 
; and  I ightweig-  : i ppeloss 
digital  recorded*  as  small 

as  a credit  caribut  can 

record  t p to  a minutes  of 

business  meeftfls  or  voice 

memos  using  k built-in 


flash  dynamic  random 
access  memory  (D-Ram) 
chip. 

The  RR-DR60  1C  Memory 
Recorder  uses  Panasonic’s 
Code  Excited  Liner 
Predictive  data  compression 
and  decompression 
technology  and  can  store  up 
to  99  files.  Each  file  is 
automatically  given  a time 
stamp  including  the  date, 
time  and  duration  of  the 
recording  and  providing 
instant  access  without  the 
need  for  fast  forward  or 
rewinding.  Files  can  be 
erased  fndrviduaJly  or  all  at 
once. 

A large  liquid  crystal 
display  screen  provides 
status  indicators  including 
recording  dates,  time  and 
battery  power  remaining. 

The  machine  also  warns 
when  the  remaining 
recording  time  reaches  10 
minutes;  pressing  the 
"mode"  key  while  recording 
shows  the  remaining 
recording  time. 

Other  features  include 
voice-activated  start,  an 
intro-scan  that  plays  the  first 
few  seconds  of  each  file, 
and  slow  and  fast  playback. 
www.panasonic.co.uk 

Disc  chip  packs 
all  functions 

The  most  important 
challenge  for  semiconductor 
companies  is  to  integrate 
more  and  more  functions  on 
to  smaller  and  smaller  slivers 
of  silicon  in  order  to  improve 
performance.  Increase 
reliability  and  reduce  costs. 

For  example,  DVD  (Digital 
Versatile  Disc)  players 
require  lots  of  discrete 

components  to  perform 
so-called  “back-end" 
functions  such  as  decoding, 


data  stream  processing  and 
signal  encoding  as  well  as 
one  or  more  central 
processing  units  to  control 
all  these  activities.  Now 
National  Semiconductor’s 
Mediamatfcs  unit  has 
managed  to  pack  all  the 
back-end  functions  of  a DVD 
player.  Including  host 
processing,  on  to  one  chip. 

MecUamatics' 
DVD-on-archip,  dubbed 
Pant  era- DVD,  includes  ail 
the  hardware  and  software 
needed  to  control  consumer 
DVD  drives,  which  are 
increasingly  replacing 
CD- Rom  drives  in  PCs  and 
are  capable  of  storing 
full- length  feature  films  or 
huge  software  programs. 

The  first  consumer  DVD 
players  designed  to  use  the 
chip  are  expected  to  be  on 
sale  within  months. 
www.  national,  com 

Memory  scaled 
down  to  size 

Toshiba,  International 
Business  Machines  and 
Siemens,  three  leading 
semiconductor  groups,  have 
developed  the  world's 
smallest  memory  chip.  The 
three  companies  used  fine 
widths  measuring  just  0.175 
microns  to  produce  a chip 
40  per  cent  smaller  than  the 
previous  generation  of 
D-Ram  devices. 

Toshiba  plans  to  start 
mass  producing  the  new 
D-ram  chip  in  Japan  this 
year  and  then  transfer  the 
technology  to  its  Joint 
venture  with  IBM  in  toe  US. 
Production  volumes  have 
not  yet  been  decided,  but 
the  Japanese  group  has  the 
capacity  to  produce  5m 
64Mb  D-Ram  chips  a month. 
Toshiba  expects  the  smaller 


Sizeable  advantage:  Panasonic’s  RR-DR60 1C  Mmtory  Recorder 


D-Ram  size  to  enable  It  to 
reduce  costs. 

Meanwhile,  Toshiba  and 
Fujitsu  have  said  they  will 
jointly  develop  and  launch 
toe  next  generation  of 
1-gigabft  D-Ram  chips  early 
in  2002. 

The  two  companies  will 
assemble  a 100  -strong 
team  of  researchers  at 
Toshiba’s  development 
centre  to  work  on  the 
project,  which  uses 
0.13-micron  process 
technology. 
www. toshiba.co.jp 

Site  security 
made  easier 

Companies  engaged  In 
electronic  commerce  or  with 
sensitive  information  to 
protect  demand  toe  best 
security,  but  also  require 
ease  of  usa 

Hewlett-Packard,  a leader 
in  internet  security,  has 
launched  two  software 
products,  Praeskflum 
DomainGuard  and 
DomainGuard  Rules,  which 
aim  to  make  it  easy  for 
organisations  to  create  and 
manage  secure  web  sites 
within  which  customers, 
business  partners  and 
employees  can  perform 
transactions  aqd  share 
sensitive  kiformation. 

DomainGuard  "snaps”  into 
existing  web  server  software 
to  deliver  centralised, 
role-based  protection  for 
web  “objects”  such  as 
applications,  web  pages  and 
forms  and  for  transactions. 
Yet  it  is  simple  enough  to 
enable  Bne-of-business 
managers  to  administer 
security  policy. 

DomainGuard  Rules  adds 
transaction  authorisation 
rules.  This,  for  example, 
enables  an  administrator 
looking  after  a web-based 
supply  chain  software 
application  to  limit  the  ability 
of  partners  to  check 
inventory  and  orders  for  their 
own  products  and  mutual 
customers  only.  It  intercepts 
web  forms  containfog  the 
product  number  and 
customer  ID  and  checks  the 
query  is  for  the 
authenticated  partner’s 
product  and  an  acceptable 
customer. 
wwwJhp.com 

Paul  Taylor 
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SCENIC  Edition  Typical  isn't  k - the 

most  momentous  event  in  Europe's  history,  toe 
launch  of  a single  currency,  yet  it's  almost  impossible 
to  find  PCs  with  both  a 'Euro"  key  and  Euro- 
compatible  Windows  98*  pre-installed.  Unless  you're 
a Siemens  customer.  But  then  Siemens  isn’t  a typical 

PC  company.  To  start  with  we're  European  ourselves, 
with  a unique  understanding  of  how  technology  can 
help  Europeans  work  together  and  maintain  their 
'mdhriduafism.  Call  0900  125555  and  quote  FTS/i  to 
find  out  why  a Siemens  solution  is  a Euro  solution. 

Siemens  Computer  Systems 

Information  meets  Communication 
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A New  ^uturrfiakis  Shape 


DaimlerChrysler 
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Our  future  is  formed  by  people. 

People  imbued  with  curiosity  and  courage. 
People  who  devote  themselves  to  making 
things  happen.  Like  the  428,000  employees 
of  an  extraordinary  new  company  - 
DaimlerChrysler  AG. 

We  wish  this  new  company  and  all  those 
who  work  for  it  a great  1999  and  success 
in  leading  the  way  to  a bright  new  future. 


In  looking  to  this  new  future,  we  also  take 
great  pride  in  our  common  past: 

■ As  a reliable  banker  - serving  your  everyday  banking 
needs  around  the  world 

■ As  lead  underwriter  for  decades,  providing  innovative 
financing  like: 

Indirect  placement  of  approximately  25  % of  the  capital 
stock  of  Daimler-Benz  Aktiengesellschaft  through  the 
establishment  of  Mercedes-Automobil-Holding  AG  in 
1976  . .....  .«•  ...  .. 

Redistribution  of  a 10  % block  of  shares  of  the  capital 
stock  of  Daimler-Benz  Aktiengesellschaft  in  1985 

Sponsoring  the  innovative  1996  and  1997  equity-linked 
bond  issues,  as  well  as  the  extraordinary  capital  increases 
in  1994  and  1998 

■ As  an  advisor  and  counterpart  on  debt  capital  markets 
worldwide 

■ And  most  recently: 

As  an  advisor  on  the  merger  of  Daimler-Benz 
Aktiengesellschaft  and  Chrysler  Corporation  to  form 
DaimlerChrysler  AG 


As  coordinator  for  the  global  share  register  of 
DaimlerChrysler  AG 

New  goals.  New  challenges. 

We  are  prepared  to  meet  them. 


Deutsche  Bank 
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THE  ARTS 


SALEROOM 


Battle  of  the 
Old  Masters 


Sotheby’s  and  Christie’s  are  vying  for  pole 
position  in  this  area,  writes  Antony  Thomcroft 


London's  hottest  ticket  may  be 
for  the  Monet  exhibition  at  the 
Royal  Academy;  in  New  York 
Jackson  Pollock  at  MOMA  might 
be  the  talk  of  the  town,  but  for 
the  cognoscenti  the  big  money  in 
art  is  currently  being  spent  on 
that  once  overlooked  genre.  Old 
Masters. 

Old  Master  paintings  have 
become  all  the  rage  in  recent 
years.  This  may  be  partly 
because  they  suddenly  seem  very 
cheap  compared  with  Impression- 
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i All  the  omens  are 
good  for  these 
auctions,  with 
dealers,  museum 
curators  and  private 
collectors  from  all 
over  the  world 
picking  over  500  top 
quality  works 


ists  - a painting  by  Velazquez, 
regarded  by  many  as  the  greatest 
artist  ever,  might  go  at  auction 
.for  less  than  a work  by  Magritte, 
trendy  Belgian  surrealist. 

But  also  the  sheer  quality  of 
Pthe  art  is  recognised  by  an 
increasingly  sophisticated  group 
of  buyers.  They  might  start  with 
the  easy  stuff  - Venetian  views 
by  Canaletto;  Dutch  still  lifes  by 
de  Hewn  - but  gradually  their 
taste  matures  and  they  are  chas- 
ing the  Italian  baroque  and  the 
French' classical. 

There  are  even  new  buyers  for 
religious  paintings,  which  a few 
years  ago  were  considered  almost 
unsaleable:  an  El  Greco  on  offer 
at  Christie’s  on  Friday,  a sombre 
painting*  of  St  Francis  at  medita- 
tion. has  attracted  .considerable 
interest 

Last  year  Sotheby's  set  a 
record  for  an  Old  Master  auction 
at  its  annual  January  sale  in 
New  York,  bringing  in  $53.2zn 
(£32.5m).  It  is  not  expecting  to 
as  much  this  week  but  it 


has  a good,  solid  and  very  sub- 
stantial auction  of  over  300  lots. 

Christie’s,  in  contrast  expects 
its  best  Old  Master  auction  ever 
in  the  US,  with  a high  estimate  of 
$27m.  It  is  offering  a Velazquez, 
of  St  Rufina,  which  carries  a 33m 
estimate.  No  fully  authenticated 
work  by  Velazquez  has  appeared 
at  auction  since  1370.  when  his 
portrait  of  Juan  de  Pareja  set  a 
record  for  any  work  of  art  at  auc- 
tion of  £2 .3m  ($5m). 

St  Rufina  is  not  in  this 
hut  the  interest  in  the  painting  - 
not  least  from  museums,  who  are 
big  players  in  this  sector  - has 
caused  Christie's  to  double  its 
expectations.  Like  most  of  the 
great  Old  Masters  to  arrive  at 
auction  it  has  spent  much  of  Us 
past  life  wrongly  attributed  - in 
this  case  to  Murillo.  Now  it  is  the 
centrepiece  of  a group  of  22  Span- 
ish Old  Master  paintings,  which 
also  includes  works  by  El  Greco 
and  Murillo. 

This  specialist  mini  auction 
inside  the  major  sale  is  part  of  a 
recent  trend  in  which  overlooked 
areas  of  art  are  polished  up  for 
extra  promotion.  The  time  has 
come  for  Spanish  painting. 

Christie's  Is  also  offering  a . 
Canaletto:  indeed  this  recently 
discovered  “Caprlccio  of  a 
piazza”  is  reckoned  to  be  the  art- 
ist's first  recorded  painting:  It  is 
an  imaginary  view1  of  a Venetian 
square  and  carries  a top  estimate 
of  $500,000. 

Other  Important  works  on  offer 
include  a full  length  portrait  of  a 
gentleman  by  Frans  Hals;  a river 
landscape  by  Van  Goyen;  and  a 
typical  scene  of  brawling  peas- 
ants by  Pieter  Brueghel  IL  But 
more  interest  might  be  shown  in 
a group  of  French  18th  century 
paintings  sent  for  sale  by  BNP. 
the  French  bank,  which  dabbled 
in  art  investment  around  1990. 
Whether  it  pays  off  depends  on 
the  bidding  for  the  highlights:  an 
Egyptian  fantasy  by  Hubert  Rob- 
ert; a superb  portrait  of  a young 
boy  in  Hungarian  dress  by  the 
largely  forgotten  Pierre-Hubert 
Subleyras;  and  “La  lettre"  by 
Bo  illy,  which  is  unusual  in  being 
painted  to  look  like  an  engraving: 

In  financial  terms  BNP  might 
not  show  a profit,  but  the  appear- 


DetaO from  'Portrait  of  a young  boy  in  Hungarian  dress'  by  Pfeno-Hubort  Subleyras  {1690-1749),  which  is  expected  to  make  ovar  $800,000  at  Christie's,  New  York 


ance  of  these  paintings  will  cer- 
tainly give  a mlip  to  French  18th 
century  art.  The  Subleyras  in 
particular  has  attracted  a lot  of 
interest  and  it  is  likely  to  exceed 
its  $800,000  top  estimate.  In  1990 
Christie’s  sold  it  for  $570,000. 

Sotheby’s  is  offering  a classic 


Old  Master,  “The  agony  in  the 
Garden”  by  Poussin,  which  only 
resurfaced  a few  years  ago  and  is 
in  a fine  but  unclean  ed  state.  It  is 
being  sold -by  a Swiss  bank  and 
should  make  at  least  $4m.  There 
has  also  been  considerable  inter- 
est shown  in  a macabre  painting 


by  Pieter  Brueghel  the  Younger. 
“The  Triumph  of  Death",  which 
was  inspired  by  the  horrors  of 
the  bubonic  plague. 

It  is  being  sold  from  the  estate 
of  Peter  Putnam,  an  eccentric 
millionaire  who  worked  as  a 
night  watchman;  it  should  make 


$1.5m.  Anyone  who  misses  out  on 
this  lot  has  the  chance  to  bid  on 
four  more  works  by  Brueghel. 
Sotheby’s  would  be  pleased  to 
bring  In  $40m  from  the  auction. 

All  the  omens  are  good  for 
these  auctions,  with  dealers, 
museum  curators  and  private  col- 


lectors from  all  over  the  world 
picking  over  in  excess  of  509  top 
quality  Old  Masters.  There  might 
even  be  an  appearance  by  Steve 
Wynne,  the  Las  Vegas  hotelier, 
who  last  year  bought  a Rem- 
brandt and  a Rubens  to  decorate 
his  bote!  complex:  Naturally  they 
are  also  for  sale. 

Behind  the  scholarly  excite- 
ment In  New  York  this  week  nil] 
rage  two  battles  - between  Sothe- 
by's and  Christie’s  for  pole  posi- 
tion in  this  increasingly  lucrative 
market,  and  between  London  and 
New  York  for  dominance  as  the 
distribution  centre.  Traditionally 
New  York  was  tops  in  Impres- 
sion 1st  and  Modem  art  while 
London's  centuries  of  expertise 
made  it  the  centre  for  Old 
Masters. 

Now  New  York  seems  to  have 
seized  control  of  this  sector.  Jan- 
uary auctions  appeal  to  the  trade, 
which  is  keen  to  stock  up  for  the 
Maastricht  art  fair  in  March: 
New  York  also  has  low  taxes  and 
a growing  number  of  local  collec- 
tors. 

London  is  still  important,  with 
December's  Old  Master  auctions 
raising  over  £l3m  at  Sotheby’s 
and  almost  £l5m  at  Christie's, 
but  if  the  threatened  taxes  from 
the  EU  - VAT  doubled  to  5 per 
cent  on  art  works  imported  from 
non-EU  countries  and  the  imposi- 
tion of  the  droite  de  suite,  giving 
heirs  of  artists  a royalty  on  sales 
- come  into  force  as  expected,  its 
position  could  be  quickly  eroded. 
It  is  already  facing  a challenge 
from  Paris,  which  is  shaking  off 
many  of  its  bureaucratic  restric- 
tions and  should  soon  be  han- 
dling the  17th  and  18th  century 
French  Old  Masters  now  sold  in 
London  and  New  York. 

The  battle  between  Sotheby’s 
and  Christie's  is  likely  to  ebb  and 
flow,  depending  partly  on  the 
promotional  deals  that  the  auc- 
tion houses  dare  offer  owners  of 
big  collections.  They  can  no  lon- 
ger cut  charges,  but  they  can 
offer  guarantees  and  spend  for- 
tunes on  promotion.  What  used 
to  be  a sedate  market,  dominated 
by  dealers,  museums  and  a band- 
fill  of  rich  connoisseurs,  is  now  a 
bitterly  contested  battlefield. 

The  connoisseurs  will  come 
into  their  own  with  the  Old  Mas- 
ter drawings  sales,  which  remain 
the  preserve  of  learned  special- 
ists with  a good  eye  and  a sense 
of  the  past  These,  too,  are  excep- 
tional with  Christie's  offering 
tomorrow  a drawing  by  Bar- 
occi.  the  modello  for  an  altar- 
piece,  as  well  as  works  by 
Rubens.  Goya  and  di  Credi,  while 
Sotheby's  today  has  choice  draw- 
ings by  Boilly,  Canaletto,  and 
van  Aelst  for  passionate  collec- 
tors who  cannot  afford  to  join  the 
increasingly  competitive  Old 
Master  paintings  market 


Another  young  life 
of  unrealised  promise 


THEATRE 

IAN  SHUTTLEWORTH 


Brief  Caodto 

New  End  Theatre,  London  NW3 


it 


“Dear  Diary:  met  the  Pope  today  - 
seems  an  amiable  old  follow.  Also,  I 
seem  to  have  developed  consumption." 

All  right  this  is  a gross  parody  of- 
both  Marie  BashkixtsefFs  diaries  and 
Carlo  Ardito’s  play  based  on  them, 
but . . . within  the  last  three  months  we 
have  seen  Saving  Charlotte  (about 
v Charlotte  Salomon),  The  Snow  Palace 
(Stanislawa  Przybyszewska)  and  now 
Brief  Candle:  might  we  perhaps,  please, 
have  a temporary  moratorium  on  plays 
about  little-known,  obsessive,  young 
female  artists? 

As  Ardito’s  narrator  admits  at  the 
close  of  the  play,  Basbkijrtseff  was  a 
promising  but  (thanks  to  TB)  profes- 
sionally untried  singer,  a fairly  skilled 
painter  and  something  of  a beauty,  but 


her  reputation  rests  almost  entirely  on 
the  posthumous  publication  of  her  pro- 
digious journals  - 103  volumes  by  her 
death  in  1884  at  age  24- 
These  reveal  the  young  “Riviera  Rus- 
sian”^ determination  to  be  remem- 
bered for,  well,  something  or  other 
pretty  great  at  age  four  she  thought 
she  would  marry  the  Tsar  and  achieve 
social  reform,  at  age  13  marry  the  Duke 
of  Hamilton  and  become  notorious  in 
society;  her  last  months  she  divided 
between  planning  to  win  the  Pxix  de 
Rome  for  art  and  corresponding  pseud- 
onymously  with  Guy  de  Maupassant 
It  was  a life  filled  with  promise,  but 
promise  unrealised,  and  although 
pleasant  enough,  neither  Anfito's  piece 
nor  Stella  QuiUey's  production  can 
escape  this  sense  that  it  really  consists 
of  a prolonged  yet  unfinished  overture 
to  an  actual  life.  The  show’s  selling 
point  is  the  involvement  of  QuiUey’s 
husband  Denis  as  narrator  (and  in  mis- 
cellaneous male  roles  ranging  from 
Marie’s  father  to  King  Victor  Emman- 


uel n by  way  of  His  Holiness).  Denis 
QuiBey  is,  of  course,  a skilled  actor, 
but  seems  here  simply  to  be  taking  it 
easy  before  his  next  major  season  at 
the  National  He  treats  the  audience  as 
friends  at  an  after-dinner  entertain- 
ment, allows  gentle  fun  to  be  poked  at 
his  comfortable  girth,  and  at  one  point 
even  playfully  twirls  his  false 
mustachios. 

Elsewhere,  the  play  relies  on  simi- 
larly knowing  touches  to  elicit  compla- 
cent, ironic  smirks  from  the  audience, 
as  when  Marie  - a champion  of  repre- 
sentation in  art  - speaks  of  the  Impres- 
sionist trend  towards  “painting  by 
patches  — in  my  opinion,  a grave  mis- 
take." Moreover,  surely  all  playwrights 
are  now  aware  of  the  pitfalls  of  the 
historical-drama  syndrome  summed  up 
in  the  line  “Hello,  Chopin  - my,  that’s 
a nasty  cough.”  Yet  Ardito  delights  in 
references  to  things  like  “the  new  sect 
they’re  calling  Communism”,  and  actu- 
ally (oh.  joy!)  does  introduce  Marie's 
Incipient  consumption  by  having 
another  character  remark  that  “The 
■girl  has  a very* nasty  cough". 

As  with  the  other  plays  mentioned 
above.  Brief  Candle  is  a fairly  agreeable 
way  to  pass  a couple  of  hours,  but 
hardly  compelling  in  its  subject  matter. 


Until  February  14. 


Duo  at  the  cutting  edge  of  impro 


JAZZ 


GARRY  BOOTH 


Max  Roach  and  CecB  Taylor 
Barbican  Hall,  London  Hut 


Pianist  Cecil  Taylor  and 
drummer  Max  Roach  have 
held  up  as  the  barely  accept- 
able face  of  modem  jazz  far 
nearly  40  years.  That  they 
continue  to  stand  at  the 
bleeding  edge  of  the  avant 
garde  after  so  many  years 
says  as  much  about  their 
enduring  showmanship  as  it 
does  their  ability  to  unsettle. 
“Oh  boy,"  said  an  anxious 
voice  behind  me  after  the 
first  set  at  the  Barbican  Hall 
on  Sunday,  “Oooh  boy.”  A 
solo  set  from  each  followed 
by  a duet  is  a daunting  pros- 
pect. 

Recognisable  melody, 
rhythm  and  harmony  sub- 
merged in  a maelstrom  of 
notes  delivered  with  fero- 
cious, unremitting  energy. 


has  been  Taylor’s  trademark 
since  he  came  to  the  fore  in 
the  mid-1960s.  Unlike  Taylor, 
75-year-old  Roach  has  a 
bebop  pedigree,  and  in  the 
1940s  worked  with  Parker 
and  Gillespie.  But  he  took  a 
left  turn  in  the  1960s  to  join 
the  politically  inspired  mod- 
ernists and  his  work  has 
been  on  the  dissonant  side  of 
jazz  correctness  since. 

Age  has  deprived  Roach  of 
firepower  and  he  looks  frail 
now  shuffling  towards  his 
kit  But  the  technique  per- 
sists and  all  the  polyrbyth- 
mic  sharpness  is  still  in 
place.  His  kit  is  not  fancy 
(three  ride  cymbals,  three 
snares,  two  tom-toms,  a bass 
drum  and  a hi-hat)  and 
Roach's  sound  separates 
each  piece  out  in  sharp 
relief.  In  bop  fashion,  the 
steady  hi-hat  (Hsh-tish-dsh) 
points  the  way  while  the 
other  drums  orbit  elliptically 
and  Independently. 

Taylor,  10  years  Roach's 


junior,  is  in  fine  fettle  and 
milked  our  credulity  for  all 
it  was  worth  (up  to  £17.50  for 
the  best  seats)  with  his  open- 
ing gambit  of  gargled  Dada- 
ist poetry  and  free-form  Tai 


Perhaps  that’s  the 
secret  of  their 
success  - they’re 
two  safe  pairs  of 
hands  at  the 
dangerous  end  of 
the  business 


Chi  moves.  Once  installed  at 
the  keyboard  (which  be  eyed, 
with  theatrical  suspicion)  he 
was  quickly  elbow  deep  in 
keys,  however  indeed,  much 
of  the  pleasurable  effect  of 
the  playing  was  derived 
from  the  sense  of  relief  that 


the  poetry  bad  stopped. 

The  second  half,  per- 
formed as  a duet,  raised  the 
game  of  both  players.  Roach, 
more  limber  now,  dug  in 
methodically  to  carve  a 
twisting  channel  for  Taylor's 
torrent  of  notes.  As  the  tide 
turned  back  to  Taylor  con- 
trolling the  stream  of  ideas. 
Roach  clattered  across  the 
current  to  fill  every  avail- 
able space  with  eddying 
rhythms. 

Free  improvisation  can 
look  easy.  But  in  the  wrong 
hands  and  without  the  tradi- 
tional progression  of  cho- 
ruses and  bridges  going  by, 
it  can  be  too  scary  for  com- 
fort. On  Sunday  Roach  and 
Taylor  together  arrested 
time  and  placed  the  listener 
firmly  at  the  centre  of  a 
vivid  musical  diorama.  Per- 
haps that’s  the  secret  of 
their  success  - they’re  two 
safe  pairs  of  hands  at  the 
dangerous  end  of  the  busi- 
ness. 


INTERNATIONAL 


Arts 

Guide 


Frank  Peter  Zimmerman;  Jan  27 
• San  Francisco  Symphony 
Orchestra-  conducted  by  Michael 
Tilson  Thomas  in  works  by 
Bernstein  and  Mahler;  Jan  28 


Sondheim.  Grant  Gershon 
conducts  a production  by 
Michael  Leeds,  with  a cast 
including  Frederica  von  Stacie, 
Thomas  Allen  and  Sheri 
Greenawakl;  Jan  29, 30,  31 


TOPER 


STERDAM 


/OPERA 

/ Netherlands  Opera,  Het 
Mudektheater 
Tel:  31-20-557  8911 
Carman:  by  Bizet.  New  staging 
by  Andreas  Homoki,  conducted 
by  Edo  de  Waart.  The  designs 
are  by  Wolfgang  Gussmann  and 
Gabriele  Jaenecke.  and  the  cast 

includes  Carmen  Oprisanu  ana 
Martin  Thompson;  Jan  28.  31 


BERLIN 

OPERA 

Deutsche  Oper 
Tel:  49-30-34384-01 

• Die  Zauberflflte:  by  Mozart 
Conducted  by  Jiri  Kout  in  a 
staging  by  GOnter  Kramer,  with 
designs  by  Andreas  Reinhardt; 
Jan  27 

• Man  on:  by  Massenet 
Conducted  by  Sebastian 
Lang- Lessing  in  a staging  by 
Cesare  Uevi;  Jan  28 


Impressionism.  The  80  paintings 
cxi  display  indude  important 
public  and  private  loans, 
culminating  In  a group  of  seven 
of  the  monumental  water  lily 
panels  which  were  the  triumph  of 
his  career;  to  Apr  18 


www.Uncolncenter.org 
New  York  Philharmonic: 
conducted  by  AndrS  Previn  in 
works  by  R.  Strauss;  Jan  27.  28, 
29,30 


Tilson  Thomas  In  works  by 
Canteloube  and  Mahler,  with 
soprano  Dawn  Upshaw;  Feb  1 


Rocks'  and  nude  studies;  to 
Jan  31 


LONDON 

CONCERT 

Barbican  Hall 

Tel:  44-171-638  8891 

Royal  Philharmonic  Orchestra: 

conducted  by  Daniete  Gatti  in 

works  by  Brahms  and  Mahler, 

with  soprano  Ruth  Zrssak;  Feb  1 


ANTWERP 

OPERA 

Flanders  Opera 
lulu:  by  Berg.  Conducted  by 
Semhard  Kontarsfcy 
staging  by  ivo  van  Hove, 
Constance  Hauman  in  the  title 
role;  Jan  27 


CHICAGO 

OPERA 

Lyric  Opera  of  Chicago 
Tel:  1-312-332  2244 

www.tyricopera.org 

• Mefistofeie:  by  Borto.  Gyflrgy 
Gyorivdnyi  Rath  conducts  a 
revival  staged  by  Peter 
McClintock.  Samuel  Ramey  Wigs 
the  title  rote;  Jan  30 

• Romeo  at  Juliette:  by 

Gounod.  Conducted  by  John 
Nelson  in  a staging  directed  by 
Nicolas  Jo&J.  The  cast  stare 
Roberto  Alagna  and  Angela 
Gheorgiu;  Jan  29:  Feb  1 


DANCE 
Sadler’s  Wells 
Tel:  44-171-883  8000 
Tanztheater  Wuppertal  Pina 
Bausch:  Viktor.  Long-awaited 
return  to  London  by  the  Pina. 
Bausch  company,  which  Is 
celebrating  its  25th  anniversary. 
With  designs  by  Peter  Pabst  and 
a score  including  jazz,  folk  and 
classical  music;  Jan  27,  28,  30 


LYON 

OPERA 

OpAra  National  de  Lyon 

Tel:  33-4-7200  4500 
Zslmira:  by  Rossi  nL  Conducted 
by  Maurizio  Benin!  in  a staging 
by  Yannis  Kokkos,  with  a cast 
including  Marietta  Devia;  Jan  27, 
30;  Feb  1 


OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Tel:  1-212-362  6000 
www.  metopera.  org 
Werthen  by  Massenet  Donald 
Runnictes  conducts  a staging  by 
Paul-Emile  Deiber.  Cast  Includes 
Thomas  Hampson;  Jan  27 


PRAGUE 

THEATRE 

National  Theatre  of  Prague 
Tel:  420-2-2108  0131 
www.anetcz/nd 

The  Servant  of  Two  Masters:  by 
Carlo  Goldoni.  Directed  by  Ivan 
Rajmont;  Jan  31 


Barcelona 


A CONCERTS 

■f  ptfau  de  la  Musics  Catalan* 
Teh  34-93-268  1000 

• Cleveland  Orchestra: 

conducted  by  Christof* 

DohnAnyi  rt  works  ^ B®atfKS 
and  Stravinsky,  with  violin  soloet 


HOUSTON 

theatre 

Houston  Grand  Opera, 
Wortham  Center 

ret  1-713-2272787 
wwwJigo-com 
A Little  Night  Musjc:  by 


EXHIBITIONS 
National  Gallery 
7bt  44-171-639  3321 
Portraits  by  Ingres:  Images  of  an 
Epoch.  40  paintings  and  50 
drawings  by  the  19th  century 
French  painter.  Includes  major 
loans  from  museums  In  France, 
the  US  and  elsewhere;  from  Jan 
27  to  Apr  25,  then  touring  to 
the  US 


MUNICH 

CONCERTS 
Phnharmonle  Gasteig 
Tel:  49-89-5481  8181 
Symphonleorchester  des 
Bayerischen  Rundfunks: 

conducted  by  Lorin  Maazei  in 
works  by  Mozart  and  Bruckner, 
with  piano  soloist  Murray 
Perahia;  Jan  27,  30 


PARIS 

CONCERTS 
Cite  de  la  Mustque 
Cleveland  Orchestra:  conducted 
by  Christoph  von  Dohnflnyi  in  foe 
European  premiere  of  Ives'  and 
Porter's  Emerson  Concerto.  The 
programme  also  includes  works 
by  Ives  and  Schubert  With  piano 
soloist  Aten  Feinberg;  Jan  31 


SAN  FRANCISCO 

CONCERT 

Davies  Symphony  Hall 

Tel:  1-415-864  6000 

vmw.sfsymphony.org 

Jean- Yves  Thibaudet:  recital  by 

the  pianist  of  works  by  Debussy, 

Rachmaninov  and  Liszt;  Jan  30 


ZURICH 

EXHIBITION 
Kunsthaus  Zurich 
Tel:  41-1-251  6765 
Chagall,  Kandinsky,  Malevich  and 
the  Russian  Avant-garde: 
exhibition  exploring  foe  artistic 
upheavals  of  foe  first  two 
decades  of  this  century,  in 
addition  to  important  loans  from 
the  State  Hermitage  Museum  in 
St  Petersburg,  foe  show  brings 
together  pictures  from  14 
provincial  Russian  museums; 
from  Jan  29  to  Apr  25 


OPERA 

Bayerische  Staatsoper* 

Tel:  49-89-2185  1920 
www.&tsststheater&ayem.de 
Lohengrin:  by  Wagner.  Peter 
Schneider  conducts  a staging  by 
Gdtz  Friedrich.  Cast  includes 
Adrianne  Pieczonka  .and 
Waltraud  Meier,  Jan  27, 30 


Royal  Academy  of  Arts 
Tel:  44-171-300  8000 
Monet  in  the  20th  Century; 
arriving  in  London  from  Boston, 
tWs  exhibition  brings  together 
fate  works  by  foe  founder  of 


NEW  YORK 

CONCERT 

Avery  Fisher  Hail,  Lincoln 
Center 

Tel:  1-212-875  5030 


Safe  Pfeyef 
Tel:  33-1-4561  6589 

• Cleveland  Orchestra: 
conducted  by  Christoph  von 
Dohndnyi  in  works  by  Beethoven 
and  Stravinsky,  with  violin  soloist 
Frank  Peter  Zimmerman;  Jan  30 

• Luciano  Pavarotti:  recital  by 
foe  tenor,  accompanied  by 
pianist  Leone  Maglera;  Feb  1 

• Orchestra  de  Paris: 
conducted  by  Neeme  Jarvi  In 
Orff’s  Garmina  Burana; 

Jan  27,  28 


TOKYO 

CONCERT 
Suntory  Halt 

Tel:  81-3-3584  9999 
NHK  Symphony  Orchestra: 
conducted  by  Stanisiaw 
SkrewaeceivsW  in  works  by 
Beethoven,  Chopin  and 
Lutoslawski,  with  piano  soloist 
Bella  Davidovich;  Jan  28 


TV  AND  RADIO . 

• WORLD  SERVICE 
BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 

648  kHZ  (463m) 


EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 
• CNN  Internationa] 
Monday  to  Friday,  GMT: 


Theatre  dee  Champs  EJystees 
Tel:  33-1-4952  5050 
San  Francisco  Symphony 
Orchestra;  conducted  by  Michael 


TURIN 

EXHIBITION 
BibDoteca  Reals 
Tel:  39-011-545303 
Leonardo  drawings:  12  works 
from  the  library's  collection,  on 
display  In  toair  new 
air-conditioned  and  fireproof 
home,  includes  preparatory 
sketches  for  The  Virgin  of  foe 


06.30:  Moneyline  with  Lou  Dobbs 
13.30;  Business  Asa 
19.30:  World  Business  Today 
22.00:  World  Business  Today 
Update 


• Business/Market  Reports: 
05:07;  06:D7;  07:07;  0820;  0920; 
10*20;  11:20;  11:32;  12:20;  1350; 

1420. 


At  08:20  Tanya  Beckett  of  FTTV 
reports  live  from  UFFE  .as  the 
London  market  opens. 
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FINANCIAL  TIMES 


WEDNESDAY  JANUARY  IW  ? 


COMMENT  & ANALYSIS 


The  vote  In  the  Ger- 
man Bundestag  to 
move  the  country's 
capital  from  Bonn 
to  Berlin  was  narrow  - 338 
to  320.  The  deputies  who 
came  from  what  had  been 
West  Germany  voted  deci- 
sively against  - 291-214. 
Without  the  votes  of  the 
easterners,  Germany  would 
have  remained  governed 
from  deep  inside  its  west. 

You  are  reminded  of  this 
as  you  walk  about  Berlin 
now.  Reminded,  because  the 
grudging,  distrustful  vote 
contrasts  so  savagely  with 
the  burst  of  Joy  and  freedom 
on  the  night  of  the  wall’s 
collapse  on  November  9 1989. 
When  the  implications  ravnk 
in  of  the  throwaway  remark 
at  the  end  of  a chaotic  press 
conference  by  Gunter  Scha- 
bowski.the  East  German 
Communist  party  politburo 
member  - that  East  Ger- 
mans could  now  cross  to 
West  Germany  through  the 
wall  - the  Bundestag  burst 
into  the  national  anthem.  An 
East  German  border  guard 
officer,  for  rferadps  the  sym- 
bol of  repressive  terror,  gave 
his  hat  to  a girl  and  got  a 
kiss  in  return. 

Now,  the  renovation  of  the 
Reichstag  on  the  Branden- 
burg Gate's  western  side  is 
nearing  completion:  its  Prus- 
sian shell  sandblasted  of  the 
old  bulletholes  and  canopied 
by  a glass  dome  designed  by 
Norman  Poster  and  said  to 
symbolise  openness  to  the 
nation  and  the  world. 

Unter  den  Linden,  a show- 
case even  under  commu- 
nism, is  now  lushly  commer- 
cial - save  for  the  vast 
Soviet,  now  Russian, 
Embassy,  sprawled  out  sul- 
lenly and  redundantly  beside 
the  renovated  Hotel  Adlan, 
where  Hitler  put  up  his  state 
guests. 

The  Museum  on  Check- 
point Charlie  is  full  of 
images  of  escape  - photo- 
graphs or  reconstructions  of 
tunnels,  escape  compart- 
ments In  cars,  the  bleeding 
body  of  Peter  Fechter,  who 
bled  to  death  on  the  wall 
while  trying  to  escape  a few 
metres  from  Checkpoint 
Charlie  in  August  1962;  Olga 
Segler,  a grandmother  who 
died  from  Injuries  she  sus- 
tained jumping,  from  a sec- 
mid  floor  window  to  the  west 
in  September  1961.  This  was 
totalitarianism's  dearest 
face  - and  the  one  which 
presented,  implicitly,  the 
greatest  homage  to  the 
west 

Now,  Germany's  political 


An  incomplete  city 

In  his  final  article  in  his  series  on  the  changes  in  former  Soviet 
Bloc  countries  in  the  10  years  since  the  fail  of  Communism, ' 
John  Lloyd  returns  to  Berlin  where  ft  ail  started 


class  is  moving,  albeit  reluc- 
tantly, back  to  a capital 
which  has  been  in  the  past 
two  centuries'  imperialist, 
fascist  and  ■communist  and 
thus  must  confront  history 
more  intimately  than  it  had 
to  in  the  past  when  the 
centre  of  the  state  was 
in  a quiet  university 

town. 

Germany's  official  and 
intellectual  life  is  shot 
through  with  a recognition 
of  the  past,  which  is  not  - as 
in  Russia,  Japan  and  nhina 
- ignored,  hidden  or  denied. 

But,  as  Gerhard  Schroder 
the  chancellor,  has  «dd,  the 
new  politicians  of  the  Ger- 
man coalition  are  postwar 
figures.  Three  of  its  senior 
members,  Oskar  Lafontaine, 
finance  minister,  Joschka 
Fischer,  foreign  minister, 
and  SchrOder  himself  are  the 
sons  of  impoverished  fami- 
lies who  had  to  struggle  to 
give  them  enough  to  eat  in 
the  savagely  Darwinian  con- 
ditions of  the  immediate 
postwar. 

Bonn  made  a statement  of 
abasement  by  its  size  and 
position.  Berlin  has  been 
ambitions  in  everything  it 
has  tried  - empire  building, 
decadence,  artistic  excel- 
lence, world  domination,  and 
consciousness 

Will  it  succeed  in  making 
a post-unity  statement  of 
inspiration  to  the  Germans, 


and  perhaps  to  all 
Europeans? 

One  of  the  effects  of  deter- 
mined federalism  and  of  divi- 
sion has  been  that  Frank- 
furt, Munich,  Stuttgart. 
Cologne,  • Dflsseldorf  and 
other  cities  have  taitan  their 
shares  of  industry,  finance 
and  media.  Only  one  small 
division  of  Daimler  Benz  will 
be  headquartered  in  its  soar- 
ing new  building  on  the 
Potsdamerplatz.  The  stock 
exchange  will  not  be  moved 
from  Frankfurt  None  of  Ger- 
man's loaning  journals  and 

newspapers  Is  headquartered 
in  Berlin,  nor  are  any  of  Its 
TV  channels. 

“They  want  it,"  says  Toni 


10  years 
after 


Pfeiffer,  an  activist  on  the 
much-contested  Beilin  archi- 
tectural scene,  “to  be  the 
capital  once  more  of  Mittel 
Eurapa.  But  it' wont  be.  It 
excludes  even  East  Berlin, 
never  mind  the  rest  of 
Europe." 

That  part  of  Berlin’s  - and 
Germany's  - most  vivid  his- 
tory remains  the  Nazi 
period,  12  years  which  gave 
the  world  an  apparently  eter- 
nal lexicon  of  the  extremes 
of  horror  against  which  all 


other  horrors  are  explicitly 
or  implicitly  measured,  Ber- 
lin knows  that  welL  In  the 
zinc-dad  Museum  of  Jewish 
History  - its  contents  ren- 
dered the  more  piteous 
because  of  the  city  which 
surrounds  it  - there  is  a 
statement  of  both  power  and 
dignity. 

But  no  statement  is  final 
Julius  Schoeps,  who  . runs 
the  Moses  Mendlesson.  Cen- 
tre in  Potsdam,  says  that 
“the  Jewish  question  is  open 
in  a way  it  was  not  when  the 
division  settled  everything. 
There  were  80,000  Jews  in 
the  west,  only  10  per  cent  of 
which  were  German  Jews; 
and  only  450  in  the  east 
Now  there  are  70,000  new- 
comers, mostly  from  the  for- 
mer Soviet  Union  whom  Hel- 
mut Kohl  encouraged  to 
come,  with  no  ties  of  blood 
here;  they  throw  up  many 
problems,  especially  when 
questions  of  restitution  are 
raised." 

Berlin  itself  cannot  escape 
complexity.  Even  in  honour- 
ing its  finest  - as  in  wilting 
the  street  beside  the  Philhar- 
monic Hall  after  Herbert  von 
Karajan  - the  city  reminds 
those  with  long  memories 
that  von  Karajan's  career 
began  under  the  Nazis  with 
the  aid  of  a Nazi  party  card 
- yet  whose  second  wife  was 
part-Jewisbu 

East  and  west  now  have 
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Healthcare  Reform: 
The  Real  Stakes. 

By  WiOimn  C.  Steen?,  Jr. 

During  the  past  two  decades,  all  of 
the  industrialised  nations  have 
enacted  same  form  of  healthcare 
reform.  America  is  no  exception.'Just  a 
few  years  ago,  the  U.S.  was  consumed  by 
a vigorous  public  debate  about  health- 
care. in  the  end,  the  debate  was  a useful 
one.  reaffirm  ing  that  the  U.S.  would  retain 
its  essentially  market-based  system. 
Instead  of  reform  imposed  from  the  top 
down,  the  American  healthcare  system 
underwent  some  rather  profound  self- 
reform,  driven  by  powerful  market  forces. 
The  market  - not  the  government  - man- 
aged to  wring  inflation  out  of  the  private 
healthcare  market. 

Today,  it  appears  that  U.S.  health- 
care costs  are  again  on  the  rise.  At  the 
same  time,  American  patients  - like  patients 
elsewhere  - are  becoming  more  vocal 
about  the  restrictions  many  face  in  (heir 
healthcare  plana.  Talk  of  government-led 
reform  is  once  again  in  the  air. 

We  must  think  twice,  though,  before 
embarking  on  "reform'  if  that  means 
imposing  further  restrictions  on  our  health- 
care markets.  The  more  sensible  course 
is  to  introduce  policies  that  make  the 
market  work  better  - that  is.  lo  tiw  advan- 
tage of  consumers.  I base  this  argu- 
ment on  our  company’s  decades  of 
experience  in  healthcare  systems  around 
the  world,  which  has  given  us  a unique 
global  perspective  on  the  right  and  wrong 
way  to  reform  healthcare.  The  wrong  way 
is  to  impose  layer  after  layer  of  regu- 
lation and  restrictions.  We  have  seen  this 
approach  iried  in  many  countries,  and 
we  have  always  seen  it  fail  - fail  to  hold 
down  costs,  and  fail  to  provide  the  best 
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quality  care.  Medicine  is  changing  at  so 
rapid  a pace  that  no  government  agency 
or  expert  commission,  however  learned, 
can  keep  up  with  it.  Only  an  open,  in- 
formed and  competitive  market  can  do 
that.  This  lesson  holds  true  for  the  U.S. 
and  far  all  countries  contemplating 
healthcare  reform.  Free  markets  do  what 
governments  mean  to  do  - but  can'L 

The  right  approach  is  to  foster  a 
flexible,  market-based  system  in  which  con- 
sumers have  rights,  responsibilities,  and 
choices.  Healthcare  systems  do  not  work 
if  patients  are  treated  as  passive  recipients 
of  services;  they  do  work  if  consumers  are 
wefl-infonned  about  quality,  costs,  and  new 
treatments,  and  are  free  to  act  responsibly 
on  that  knowledge. 

Reform  should  never  be  driven 
purely  by  cost  considerations.  Instead, 
we  ought  to  devise  new  ways  of  fending 
healthcare  that  will  make  it  passible  for 
ail  patients  to  afford  the  best  care.  Ideally, 
these  new  approaches  would  reward 
individuals  and  families  for  saving  and 
investing  in  their  own  healthcare.  They 
would  also  encourage  innovation,  which  can 
make  healthcare  systems  more  efficient, 
more  productive,  and  ultimately  of  greater 
value  for  patients. 

The  path  we  choose  will  hare  enor- 
mous implications  for  all  of  us.  We  are  in  a 
golden  age  of  science,  and  no  field  of 
scientific  inquiry  holds  more  promise  than 
that  of  biomedicine.  Not  only  can  we  look 
forward  to  the  discovery  of  cures  for 
chronic  and  acute  diseases,  but  also  to  the 
development  of  enabling  therapies  that 
can  help  people  enjoy  more  rewarding  and 
productive  fives.  New  drugs  ore  already 
helping  people  who  would  once  have  been 
disabled  by  arthritis  or  cardiovascular  dis- 


ease stay  active  and  mobile.  More  effective 
anti-depressants  and  anti -psycho  tics  are 
beginning  to  relieve  the  crippling  illnesses 
of  the  mind,  allowing  sufferers  to  function 
normally  and  happily  in  society.  The 
promise  is  - quite  simply  - one  of  longer, 
healthier  lives. 

What  is  at  issue  are  the  pace  and 
breadth  of  discovery,  and  how  quickly  we 
can  make  the  benefits  of  our  knowledge 
available  to  the  patients  who  need  them. 

No  Geld  of 

scientific  inquiry  holds 
more  promise  than 
that  of  biomedicine 

That  is  the  task  of  companies  Eke  ours. 
However  brilfianl  the  basic  research  behind 
a new  therapy,  it  takes  the  resources  and 
capabilities  of  a pharmaceutical  company' 
to  discover,  develop  and  ensure  broad 
awareness  of  a new  medicine. 

Therefore,  the  policy  environment 
the  industry  will  face  in  the  next  cen- 
tury may  make  or  break  the  next  wave 
of  biomedical  breakthroughs.  Will  that 
environment  include'  protection  for 
intellectual  property,  freedom  for  the 
market  to  determine  price,  and  support 
for  a robust  science  base?  Wilt  health- 
care systems  nurture  innovation,  or 
remove  incentives  for  discovery?  Will 
they  give  consumers  information  and 
options,  or  impose  stringent  rules  and 
regulations  that  limit  access  and  choice? 
For  the  U.S„  as  for  the  rest  of  the  world, 
the  healthcare  debate  is  by  no  means 
over.  And  for  all  of  us,  the  9takes  are 
higher  than  ever. 

WilSa*  c Swtt.Jt.  b OmrmutaatCEOe/Pfitrhte. 


free  intercourse,  hut  the 
recoil  of  both  is  palpable.  I 
visited  the  offices  of  the 
sparky  radical  dally  paper 
Tageszeitung,  still  the. 
expression . of  a German 
19609  radicalism  which  cen- 
tred an  Berlin  because  the 
city  - whose  Inhabitants, 
were  exempt  from  military 
service  - were  disproportion- 
ately pacifist,  'feminist,  eco- 
logical and  critical  of  an' 
establishments. 

- Tageszettung  is  successful 
because  of  its  mixture  of 
high  seriousness  and  devo- 
tion -to  its  founding  princi- 
ples. Its  morning  editorial 
conferences,  at  a much  ear- 
lier hour  than  most  dallies, 
begin  with  a 20-minute  cri- 
tique of  1 he  day’s  issue  by  a 
staffer  or  outsider,  then 
ploughs  through  a packed 
news  agenda  on  which 
everyone  can  have  his  or  her 
say.. 

Tageszeitung,  says  Bad- 
scha  Mika,  one  of  the  three 
editors,  hired  a number  of 
east  German  journalists 
after  the  fall  - hut  It  did  not 
work  well.  They  were  simply 
different.  Their  radicalism 
was  of  a wholly  different 
kind;  their  journalism,  to 
west  German  eyes,  cautious. 
The  crisis  came  when  the 
newspaper  obtained  a list  of 
east  German  secret  police 
officials  and  debated  at 
its  meeting  whether  to 
publish. 

“All  the  East  Germans 
were  against  it,”  says  Ms 
Mika.  “They  were  horrified, 
saying  it  would  just  cause 
endless  trouble.  It  was  a pas- 
sionate discussion,  a real 
row.  In  the  end  they  won  the 
argument  - but  those  who 
wanted  it  published  put  out 
a separate  leaflet  with  all  the 
nawM  anyway." 

This  is  a city  incom- 
plete; incomplete, 
obviously,  in  the 
ambition  of  its  new 

buildings  - but  Incomplete 
politically,  socially,  cultur- 
ally. It  remains  different 
from  the  rest  of  Germany  - 
its  unemployment  (at  20  per 
cent)  higher,  its  districts 
poorer,  its  political  style 
more  radical.  No  one  doubts 
the  national  dedication  to 
see  Berlin  rue  again,  but  its 
message  will  be  veiled  and 
ambiguous. 

Previous  articles  in  this  series 
appeared  on  January  11 
(Romania),  January  5 (Czech 
Republic),  December  S9 
(Poland)  and  December  28 
(Hungary). 
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From  Mr£fQtpenJB,  Qarber.  - 

Sfr,  Paul  Kjrogpjan  (“Japan 
heads  for  the  edge",  January 
20)  is  correct  .to  point 
towards  monetary  expansion 
as  the  proper  method-  to. 
regain  Japanese  economic 
well-being.  But  he  takes  the 
wrong  fork  ihihe  monetary 
road. 

He  asks  whether  Japan 
has  developed  “Some  novel 
economic  theory  under ' 
which  a strong  yen  and  high 
interest  rates  are  expansion- 
ary". The  quick  answer  is, 
no.  Economic  reality  Is  now 
the  present  Japanese  eco- 
nomic policy.  The  Japanese, 

I believe,  now  understand, 
that  creating  an  attractive 
income  return  in  interest- 
bearing  accounts  will  attract 
money  into  those  accounts. 
Their  action  will  create 
desired  monetary  expansion. 

Prof  Krngman  equates 
lower  interest  rates  and 
weak  currency  with  the  road 
to  economic  health.  Since 
the  beginning  of  deowde,  ' 
the  Japanese  have  taken  this 
traditional  approach  and 
have  aggressively  cut  Inter- 
est rates.  This  worn-out  pol- 
icy provided  a continuing 


cycle,  of  lower  Interest 
incoma  retarns.  Factor  In  a 
depredating  eunency  and  a 
scenario  is  constructed  for 
many  negative  returns.  Com; 
man  tense  dictates  that  tUs- 
was  a misplaced  -rationale ' 
which  reduced  holdings  of 
broad  aggregate  Japanese 
Interest-bearing  certificates. 
The  3t  Louis  Federal 
Reserve  recently  reported 
M2  growth  - averaging 
approximately  3 per  cent  in 
the  last  five  years:  very 
week  monetary  expansion 
under  the  circumstances. 

Enter  today's  new  Japa- 
nese economic  . wisdom. 
Today's  thinking  provides 
that  an  increase  In  interest 
rates  will  provide  increasing 
returns  on  interest- baring 
certificates..  Add  a dash  of 
capital  appreciation  through 
a strong  yen.  This  then,  is 
the  recipe  for  increasing 
holdings  in  interest-bearing 
Accounts  aT)d  expanding  the 
broad  Japanese  monetary 
aggregates,  M2  and  MS. 

Historically,,  growth  in 
interest-bearing  M2  and  M3 
accounts  positively  corre- 
lates to  higher  aggregate 
economic  growth,  like  the 


US’s  early  1980s  effort,  an 
aggressive  7 per  cent 
increase  will  puli  Japan  out 
of  its  economic  malaise.  His- 
tory. also  instructs  that 
pafjppr-a  be  maintained;  eo>- 
nonric  growth  generally 
occurs  IB  months  after  the 
beginning  erf  sustained  mon- 
etary growth!  It  also  teaches 
that  sustained  interest  rate 
cuts  and  subsequent  iow  lev- 
els felled  to  boost  economic 
growth  anywhere  worldwide 
during  the  1930s. 

Now  is  . the  time  for  the 
Japanese  to  debunk  conven- 
tional wisdom.  They  must 
maintain  interest  rates  high 
enough  to  attract  broad 
aggregate  interest-bearing 
investment.  They  must  be 
vigilant  against  a depredat- 
ing yen  reducing  investment 
returns  and  creating  a cur- 
rency outflow.  Japan  must 
follow  the  road  less  trav- 
elled. Money  will  flow  into 
the  economy,  and  it  will 
quickly  regain  its  rightful 
ph»y  as  a powerful  global 
economic  engine. 

Howard  B.  Garber, ' 

2305  N.  Commonwealth, 
Chicago,  n 60614.  US 
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Expect  a much  bigger  bond  crash 


From  Mr  Richard  A Werner. 

- Sir,  Paul  Krogman  is  right 
to  argue  that,  for  a recovery, 
Japan  simply  needs  to  print 
money,  and  lots  of  it  He  also 
says  the  Rank  of  Japan  has 
foiled  to  do  just  that  Yet  he 
cites  no  statistics,,  only  cir- 
cumstantial evidence: 
“slumping  bond  prices"  and 
a “sky-high  yen". 

By  adding  up  all  ihe  trans- 
actions of  the  central  bank, 
one  can  measure  its  net 
credit  creation  reasonably 
accurately.  Since  March 
1996,  the  BoJ  has  been  print- 
ing money  at  a pace  three 
Hm«  as  fast  as  during  the 
bubble  years  of  the  19806  and 
unprecedented  in  a quarter 
century  So  why  have  bond 
yields  almost  tripled  and  the 
yen  jumped  by  almost  Y30  to 


the  dollar  gtT,f*1  September? 

Other  things  being  equal, 
lummy  printing  will  weaken' 
the  yen  and  push  down  bond 
yields?  But  the  flaw  lies  in 
the  assumption  of  "other 
things  being  equal".  The 
yen-doUar  exchange  rate  is 
determined  : by  events  in 
both  countries.  BoJ  money 

prtnriiifi  has  T»mnntwd  at  his. 

formally  high  levels,  but  is 
not  accelerating.  Meanwhile, 
the-  Federal  "Reserve  has 
bean,  accelerating  its  dollar 
creation  drastically.  That 
had  to  weaken  the  dollar  and 
strengthen  the  yen. 

The  rise  in  bond  yields 
was  also  inevitable.  The  bub- 
ble in  the  bond  market  had 
been  used  - by  the  banks  to 
create  vast-profits  necessary 
to  write  off  their  vast  bad 
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debts.  When  the.  bond  bubble 
had  done  Us  job,  the  banks 
-sold  - -at  tbe  peak,  using 
' derivatives.  Without  buying 
support  from  the  banks, 
there  was  nothing  to  keep  t* 
yields  at  such  low  levels. 
Indeed,  the  money  printing 
of  the  Bank,  of  Japan  and  the 
end  erf  the  bad  debt  problem 
imply  that  we  must  expect  a 
sharp  economic  recovery 
this  year.  More  growth 
means  higher  yields.  Expect 
a much  bigger  bond  crash. 

Richard  A.  Werner, 
chief  economist  and 
managing  director. 

Profit  Research  Center, 
Harajoku  Palais  France 
Bldg  S/Ft 
1-6-1  Jlngumae, 

Shibuya-ku.  Tokyo,  Japan 
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Japan:  don’t  panic 

Critics  have  argued  that  the  Japanese  economy  is  facing  shipwreck  and  that  the 
government  has  been  supine  in  the  face  of  it.  They  are  wrong  on  both  counts 


Paul  Krugman,  an 
American  econom- 
ics professor,  has 
long  been  pessimis- 
tic about  Japan's  prospects 
for  recovery  and  seems  to 
use  every  occasion  to  make 
the  simplistic  argument  that 
money  should  be  created  in 
whatever  way  possible  to 
stimulate  the  economy.  Now 
he  is  criticising  the  near- 
passivity of  Japanese  author- 
ities in  tbe  face  of  "slumping 
bond  prices  and  a sky-high 
yen"  which  he  claims  may 
throw  the  economy  “into 
deflationary  tailspin"  (Finan- 
cial limes,  January  20).  I 
disagree  with  this  analyst 
and  would  like  to  explain 
our  perception  that  some  of 
the  isolated  positive  signs 
we  are  observing  now  in 
Japan  may  develop  Into  a 
genuine  bottoming  out  of  the 
economy  In  fiscal  1999. 

First,  consider  long-term 
interest  rates.  In  September 
1997,  the  Japanese  govern- 
ment bond  (JGB)  rate  was 
around  2 per  cent  close  to 
its  historic  low.  The  near- 
panic set  off  in  October  1997 
by  the  bankruptcies  of  some 
large  financial  Institutions 
resulted  in  a big  switch  of 
funds  away  from  private 
financial  institutions  mid 
towards  the  pnbllc  sector, 
postal  savings,  JGB  mar- 
ket in  the  fourth  quarter  of 
calendar  1997  and  the  first 
half  of  1998.  Banks  which 
were  concerned  about  possi- 
ble default  in  the  interbank 
market  placed  their  short- 
term liquidity  in  JGBs  and 
created  what  could  be  called 
a JGB  bubble. 

Fear  of  financial  collapse 
receded  in  the  latter  half  of 
1996,  following  a series  of 
government  actions  includ- 
ing the  establishment  of  an 
independent  supervisory 
agency  and  legislation  for 
liquidation,  receivership, 
and  recapitalisation.  Confi- 
dence in  private  financial 
Institutions  began  to  be,  at 
least  partially,  restored. 
Growth  in  postal  savings,- 
deposits  in  the  Trust  Fund  of 
the  Ministry  of  Finance,  and 
Trust  Fund  purchases  of 
JGBs  naturally  declined. 

Given  the  current  credit 
crunch,  what  matters  for 
companies  is  liquidity  and 
hot  the  2 per  cent  nominal 
interest  rates.  In  addition, 
there  is  also  now  a steeper 


yield  curve  (note  that  the 
interbank  rate  is  bong  main- 
tained around  025  per  cent). 
This  should  help  banks  in 
financial  difficulties  in  the 
medium  term,  although  It  is 
true  that  a sudden  jump  in 
the  JGB  rate  might  result  in 
short-term  capital  losses.  It 
is  worth  remembering  that 
American  banks  overcame 
their  difficulties  some  10 
years  ago  tTwnfcw  to  a similar 
big  differential  between  long 
and  short  rates. 

Now  consider  the  yen- 
dollar  rate.  Before  the  finan- 
cial panic  - ie,  during  1996 
and  up  to  September  of  1997 
- the  rate  was  In  the  range 
of  Y105-Y180  to  the  dollar.' 
Concerns  about  the  financial 
system  then  drove  the  rate 
down  to  about  Y146  in  June 
and  August  of  1998.  How- 


showed  their  determination 
to  stop  the  yen’s  excessive 
strength.  But  what  is  really 
important  for  the  Japanese 
economy  is  not  necessarily  a 
particular,  exchange  rate  but 
stability  within  a reasonable 
range.  We  intend  to  achieve 
this  as  long  as  stability  is 
consistent  with  the  funda- 
- mentals  of  Japan  against  the 
rest  of  the  worid. 

AH  In  all,  the  year  follow- 
ing the  bankruptcies  of  big 
financial  institutions  in 
October-Novamber  1997  was 
an  abnormal  period  when 
both  Japanese  depositors 
and  overseas  investors 
i feared  that  the  -Japanese 
financial  system  was  on  the 
verge  of  collapse.  Ihe  JGB 
and  foreign  exchange  rates 
which  prevailed ; during  that 
period  reflected  a crisis  men- 


There is  no  reason  to  believe  that 
Japan  is  about  to  go  into  a 
deflationary  tailspin.  The  financial 
crisis  is  about  to  end  and  with  some 
lag  the  real  sector  will  bounce  back 


ever,  the  worldwide  finarwrinT 
crisis  that  followed  Russia's 
default  and  the  rescue  of 
Long  Term  Credit  Manage- 
ment - as  well  as  the  even- 
tual restoration  of  relative 
calm  in  the  Japanese  market 
- resulted  in  the  unwinding 
of  speculative  short  posi- 
tions In  yen  in  the'  hut  quar- 
ter of  1998. 

Prof  Krugman  and  others 
have  said  that  the  rise  in  the 
yen  is  harmful  to  economic 
recovery,  and  indeed  the 
Japanese  authorities  have 


tality  and  exhibited  .extraor- 
dinary negative  swings. 
Arguing  that  such  rates  are 
necessary  ingredients  for  the 
recovery  of  the  economy 
implicitly  .assumes  that 
Japan  is  still  amid  a severe 
financial  crisis. 

In  fact  the  finanriaJcrais 
is  either  over  or  is  about  to 
tie  over  thanks  to  the  enact- 
ment of  a series  of  laws  and 
actions  of  the  Financial 
Supervisor  Agency  (FSA) 
over  the  past  few  months. 
Two  hanks  deemed  insolvent 
by  the  FSA  were  national- 
ised, and  weak  bat  viable 
banks,  among  the  remaining 
17  major  banks,  are  being 
asked  to  restructure  their 
operations  (including  merg- 
ers and  joint  ventures)  in 
return  for  an.  Infusion  of 
public  money!  The  merger  of 
Chuo  Trust  with  Mitsui 
Trust  announced  on  January 
19  is  part  of  the  strategy. 

Aggressive  restructuring 
by  financial  institutions  will 
continue  to  mean  the  real 
economy  will  suffer  a severe 
credit  squeeze  for  some  time. 
Our  macroeconomic  policies, 
both  fiscal  and  monetary. 


are  geared  to  relieve  such 
strain  while  microeconomic 
measures  are  being  imple- 
mented to  guarantee  loans 
to  medium  to  small-sized 
enterprises.  Although  we  are 
not  optimistic  that  the  real 
economy  will  turn  around 
quickly  because  of  tbe  lin- 
gering impact  of  the  credit 
crunch  and  the  loss  of  confi- 
dence since  late  1997,  there 
is  no  reason  to  believe  that 
Japan  is  about  to  go  into  a 
deflationary  tailspin.  The 
financial  crisis  is  about  to 
mid  and  with  some  lag  the 
real  sector  will  bounce  back. 

Meanwhile,  two  misper- 
ceptions of  Japan  need  to  be 
corrected  once  and  for  ali 
The  first  is  that  not  enough 
money  is  being  printed. 

In  feet,  following  the  panic 
of  October-Navemher  1997, 
abundant  liquidity  has  been 
supplied  to  the  market  by 
the  authorities,  although  it 
is  true  that  banks  have  been 
rapidly  reducing  their  assets 
and  lending  to  improve  their 
capital  ratios.  The  average 
rate  of  monetary  growth  was 
4.0  per  cent  in  1998,  com- 
pared to  8.1  per  cent  in  1997. 
Prof  Krugman  asserts  that 
additional  money  must  be 
created.  That  is  exactly  what 
is  being  implemented. 

The  other  misunderstand- 
ing is  the  possibility  01 
“crowding  out"  private  bor- 
rowers by  public  ones. 
Although  outstanding  gross 
government  debt  exceeds  100 
par  cent  of  grass  domestic 
product,  our  net  debt, 
including  the  social  security 
fond,  is  less  than  40  per  cent 
of  GDP,  the  lowest  of  all 
Group  of  Seven  countries.  In 
addition,'  around  YiOQ.QOObn 
eouer  cent  of  GDP),  is  held 
by  the  Trust  Fund  of  the 
ministry  of  finance.  Given 
that  total  personal  financial 
assets  are  estimated  to  be 
around  YUOQ,OQObn  (340  per 
cent  of  GDP),  there  is  ahso- 
iu.tely  no  possibility  or 
crowding  out  now  or  In  the 
foreseeable  future.  Further- 
more; recovery  after  seven 
years  of  recession  will  signif- 
icantly Improve  the  fiscal 
deficit  - although  fiscal  con- 
solidation will  be  necessary 
M the  economy  picks  un 
speed. 

The  author  is  Japan's  vice- 
Minister  ttf  finance  for  inter- 
national affairs 
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Yellow  peril 
for  trade 


*}■ 


Ever  since  they  came  to  blows 
two  years  ago  over  the  US  Helms- 
Burton  anti-Cuba  law,  the  US 
and  the  European  Union  have 
vowed  to  stop  silly  trade  squab- 
bles jeopardising  their  overall 
relationship.  Their  current  dis- 
pute over  bananas  offered  a per- 
fect opportunity  to  put  their  good 
intentions  into  practice.  They 
have  abysmally  failed  the  test. 

Not  only  is  the  dispute  driving 
a wedge  between  the  US  and 
Europe,  when  global  economic 
instability  requires  them  to 
intensify  co-operation.  The  affair 
risks  plunging  the  World  Trade 
Organisation  into  an  institutional 
crisis,  imperilling  its  authority  to 
enforce  multilateral  rules  and 
deeply  dividing  its  members. 

Both  sides  are  to  blame.  The 
US  is  behaving  recklessly  by 
threatening  the  EU  with  sanc- 
tions for  fei»ng  to  implement  a 
WTO  judgment  against  its 
banana  regime.  At  best,  this 
looks  like  jumping  the  gun, 
before  the  WTO  has  determined 
whether  changes  to  the  regime 
bring  it  into  line  with  its  ruling. 
At  worst,  the  US  is  engaging  in 
crude  unilateralism,  which  vio- 
lates the  spirit  - if  not  the  letter 
- of  the  WTO  rules  it  says  it 
wants  to  uphold. 

But  Washington  acted  only 
after  severe  provocation  by  the 
EU.  Its  modifications  to  its 
banana  regime  appear  minimal- 
ist. Furthermore,  Brussels  has 
repeatedly  met  US  demands  that 


the  WTO  examine  the  amended 
regime  with  procedural  delaying 
tactics.  This  obstructionism  sug- 
gests serious  EU  doubts  about 
the  strength  of  Its  own  case. 

These  antics,  based  on  legalis- 
tic exploitation  of  ambiguities  In 
the  WTO’s  rules,  are  irresponsi- 
ble, above  all  when  performed  by 
the  world’s  two  largest  economic 
powers.  The  next  world  trade 
round  should  aim  to  limit  the 
scope  for  such  machinations,  by 
tightening  the  rules. 

But  the  first  priority  must  be  to 
resolve  the  Immediate  crisis.  Jus- 
tice, and  the  integrity  of  the 
WTO,  demand  that  it  be  allowed 
to  give  a clear,  objective  and 
unequivocal  judgment  on  the 
banana  regime.  The  parties 
involved  have  said  they  are  ready 
to  respect  the  outcome.  But  they 
disagree  over  the  timetable,  and 
particularly  over  US  refusal  to 
suspend  its  sanctions  threat  until 
the  WTO  rules. 

To  allow  these  obstacles  to 
frustrate  the  possibility  of  an 
orderly  solution  would  be  inex- 
cusable. Both  sides  need  to  recog- 
nise that  promoting  and  respect- 
ing the  impartial  rule  of  law  is 
more  important  than  the  rela- 
tively trivial  commercial  Issues 
at  stake.  They  have  long 
preached  the  primacy  of  that 
principle  to  the  rest  of  the  world. 
They  should  now  show  that  they 
are  determined  to  apply  it 
unflinchingly  to  their  own  inter- 
ests. 


Arab  successions 


The  rejuvenation  of  the  Arab 
world’s  ossified  leaderships  is 
long  overdue.  King  Hussein  of 
Jordan,  stricken  for  the  second 
time  this  decade  with  cancer, 
astonished  his  people  this  week 
by  shunting  aside  his  bookish 
brother  Hassan  - crown  prince 
for  the  past  34,  tumultuous  years 
- and  anointing  his  eldest  son 
Abdullah.  37,  as  his  successor. 

In  the  short  term  this  may  trig- 
ger a certain  amount  of  dynastic 
upheaval.  But  Hussein,  the 
region’s  great  survivor  after  46 
years  ruling  a kingdom  coveted 
by  predatory  neighbours,  is  at 
least  still  around  while  his  heir  is 
trying  on  the  crown. 

It  is  clear  why  Prince  Abdullah 
was  chosen  over  Prince  Hassan 
and  two  rival  siblings.  As  a 
major-general  since  last  year,  he 
heads  the  elite  Special  Forces  - 
the  hinge  between  Jordan's  Bed- 
ouin army  and  the  ubiquitous 
mukhabarat  or  intelligence  ser- 
vices, which  together  are  the  bed- 
rock of  the  Hashemite  monarchy. 
Jordan  has  a sort  of  controlled 
democracy  which  has  tried  to 
include  Islamist  parties.  But  the 
army  is  no  less  central  an  institu- 
tion than  in  the  less  benign  des- 
potisms of  its  Arab  neighbours. 
Indeed,  one  of  the  King’s  main 
charges  against  Hassan  was  that 
he  had  meddled  in  the  army. 

Many  other  Arab  countries, 
ruled  in  the  main  by  ageing  and 
ailing  leaders,  are  facing  succes- 
sion problems.  In  nearly  all. 


power  derives  from  tbe  armed 
forces,  even  if,  as  in  Saudi  Arabia 
or  Syria,  underneath  lies  a tissue 
of  tribal  loyalties.  And,  irony  of 
history,  it  Is  the  republican 
regimes,  heirs  to  the  pan-Arab 
nationalist  tradition  of  Nasser 
and  the  Ba'afh  parly,  which  have 
more  dynastic  problems  than  the 
once-reviled  monarchies. 

The  ailing  President  Assad  of 
Syria  appears  to  want  bis  untried 
son  Bashar  to  succeed  him;  Sad- 
dam Hussein  has  groomed  his 
two  murderous  sons;  and  even  in 
Egypt,  discreet  regime  voices  are 
promoting  President  Mubarak's 
banker  son  Gamal.  None  of  these 
leaders,  or  the  ailing  Yassir  Ara- 
fat has  a recognised  successor, 
should  they  succumb  to  illness  or 
an  assassin's  bullet  The  House  of 
Baud,  by  contrast  has  let  Grown 
Prince  Abdullah  run  Saudi 
Arabia  in  the  ailing  King  Fahd’s 
stead  - yet  jockeying  to  succeed 
the  crown  prince  is  already 
under  way. 

All  this  threatens  instability 
when  these  rulers  depart  the 
scene,  and  a crisis  of  legitimacy, 
which  only  greater  democracy, 
transparency  and  economic  suc- 
cess can  eventually  remedy. 
Unhappily,  however,  most  Arab 
despots  are  likely  to  look  across 
the  river  Jordan  to  Israel,  where 
the  polity  is  fast  fragmenting  on 
ethnic,  religious,  ideological  and 
tribal  lines  ahead  of  May's  gen- 
eral election,  and  confirm  smugly 
that  democracy  is  not  for  them. 


UK  economy 


The  danger  that  the  UK  economy 
might  skid  out  of  control  and  end 
up  in  the  ditch  has  receded.  But 
the  latest  quarterly  industrial 
trends  survey  from  the  Confeder- 
ation of  British  Industry  shows 
that  manufacturers  are  still  very 
despondent. 

The  survey  reports  that  45  per 
cent  were  more  pessimistic  about 
the  business  situation  than  they 
were  four  months  ago,  although 
the  balance  or  pessimism  has 
improved  somewhat  since  the 
exceptionally  low  levels  of  last 
summer  and  autumn. 

How  should  this  be  inter- 
preted? On  past  form,  confidence 
levels  as  low  as  those  recorded  in 
tbe  last  three  surveys  would  be 
pointing  clearly  to  a deep  reces- 
sion. For  despite  the  fact  that  the 

manufacturing  sector  accounts 
for  only  a fifth  of  national  out- 
put, the  CBI  survey  has  proved 
an  accurate  barometer  for  the 
whole  economy. 

So  far  in  this  cycle,  however, 
the  woes  of  manufacturers  have 
been  offset  by  a buoyant  services 
sector  three  times  the  size  of 
manufacturing,  although  the 
health  of  the  two  are  interlinked. 

There  is  now  some  sign  of  a 
deceleration  of  growth.in  services 
during  the  last  three  months  of 
1999.  But  the  sector  still  expan- 
ded by  0.6  per  cent,  helping  to 
keep  growth  of  the  whole  econ- 
omy just  above  zero. 

Household  spending  and  retail 
sales  have  also  been  weakening, 
but  the  consensus  of  independent 
Forecasters  Is  that  private  con- 


sumption will  rise  by  about  VA 
per  cent  this  year,  about  twice  as 
fast  as  expected  growth  for  the 
whole  economy.  A projected  2% 
per  cent  rise  in  government  con- 
sumption will  provide  an  even 
stronger  prop  to  the  economy 
than  private  consumption.  But 
this  is  likely  to  be  offset  by 
increased  leakage  resulting  from 
rising  imports  and  sluggisb 
exports. 

It  is  not  surprising,  given  this 
outlook  for  trade,  that  manufac- 
turers remain  gloomy.  They  were 
squeezed  hard  by  the  Bank  of 
England's  anti-inflation  policy 
after  May  1997,  when  interest 
rates  rose  in  six  quarter-point 
stages  to  7%  per  cent.  Since  Octo- 
ber, however,  this  squeeze  has 
been  reversed.  Official  interest 
rates  are  back  at  6 per  cent,  while 
the  trade-weighted  value  of  ster- 
ling has  fallen  by  8 per  cent  since 
its  peak  In  April. 

The  slight  lifting  of  manufac- 
turers’ gloom  revealed  in  yester- 
day’s survey  may  reflect  this  eas- 
ing of  monetary  policy.  The 
survey  also  showed  strong  defla- 
tionary pressures.  This  may  be 
bad  news  for  sales  directors,  but 
it  is  helpful  for  the  rest  of  the 
economy  as  another  piece  of  evi- 
dence that  the  dangers  of  infla- 
tion have  diminished. 

The  question  for  the  Bank  of 
England's  monetary  policy  com- 
mittee next  week  is  whether 
these  deflationary  forces  need  to 
be  countered  by  a further  easing 
of  rates  to  ward  off  recession.  On 
balance,  the  answer  Is  yes. 


COMMENT  & ANALYSIS 


Watch  out  for  the  fireworks 


Our  objective  is  the  maximum 
sustainable  growth  of  the  US  econ- 
omy. not  particular  leads  of  asset 
prices.  Alan  Greenspan,  January 
20  1999. 


Martin  Wolf  asks  whether,  by  neglecting  Wall  Street’s 
overvaluation,  the  Fed  has  doomed  the  US  to  recession 


The  Federal  Reserve  is 
the  world’s  most  presti- 
gious central  bank.  The 
reputation  of  its  chair- 
man, Alan  Greenspan,  is  even 
more  exalted  than  that  of  the 
institution.  It  seems  inconceiv- 
able that  the  bull  market  in  their 
reputations  should  end. 

Yet  bull  markets  do  end.  A 
decade  ago,  Japan  had  a world- 
beating  economy;  its  stock  mar- 
ket seemed  invincible  and  its  offi- 
cials were  the  masters  of  manipu- 
lating the  market.  Japan’s 
current  condition  is  evidence 
enough  of  the  dire  consequences 
of  allowing  asset  bubbles. 

If  the  US  economy  and  the  Fed- 
eral Reserve's  reputation  are  vul- 
nerable, it  is  to  asset  prices,  as  it 
was  in  Japan.  This  was  why  tbe 
central  theme  of  Mr  Greenspan's 
testimony  before  the  ways  and 
means  committee  of  the  US 
house  of  representatives  last 
week  concerned  “the  rise  in  the 
value  markets  place  on  the  capi- 
tal value  of  US  businesses". 

Mr  Greenspan  insisted  that  the 
easing  of  monetary  policy  last 
Autumn  was  a response  to  “an 
abrupt  stringency  in  financial 
markets".  But,  he  explained,  "we 
were  not  attempting  to  prop  up 
equity  prices,  nor  did  we  plan  to 
continue  to  ease  rates  until 
equity  prices  recovered,  as  some 
have  erroneously  inferred’’. 

This  distinction  is  easy  to 
make  in  theory,  but  more  diffi- 
cult to  understand  in  practice. 
An  activist  policy  aimed  at  "eco- 
nomic activity  going  forward” 
will  affect  perceptions  of  risk  in 
all  markets. 

By  coincidence,  Hans  Tiet- 
meyer,  the  Bundesbank’s  repre- 
sentative in  the  European  Cen- 
tral Bank,  expressed  the  contrary 
view  on  ,the  same  day  as  Mr 
Greenspan.  Monetary  policy,  be 
said,  should  be  steady  and  reli- 
able, not  interventionist  It  may 
well  he.  be  admitted,  that  one 
can  have  limited  periods  of  time 
with  artificially  low  interest 
rates.  But  this  can  easily  send 
wrong  signals,  which  lead  to 
investment  mistakes  and  inflated 
asset  prices.  “This  would  tend.” 
he  suggested,  "to  move  the  finan- 
cial markets  in  the  direction  of 
casino  capitalism." 

Here  are  two  approaches  to 
monetary  management  which 
rule  the  world’s  two  most  impor- 
tant central  hanks.  The  "irratio- 
nal exuberance”  Mr  Greenspan 
once  famously  described  has 
been  partly  the  price  of  an  activ- 
ist monetary  policy  aimed  at  the 
"maximum  sustainable  growth  of 
the  US  economy”.  He  gave  this 
celebrated  warning  on  December 
5 1996.  Since  then  the  S&P  com- 
posite stock  Index  has  risen  by 
two-thirds.  But  the  Federal 
Reserve  has  (as  the  chart  shows) 
allowed  monetary  growth  to 
accelerate  since  then,  rather  than 
slow.  Mr  Greenspan  barks;  he 
does  not  bite. 

To  ask  whether  policy  should 
have  been  different  is  to  suggest 
that  more  account  should  have 
been  taken  of  Wall  Street’s  rise. 
Should  it?  Conventional  wisdom 
holds  that-  monetary  policy 
should  aim  to  stabilise  inflation  - 
with  inflation  defined  as  the 
change  in  the  prices  of  a current 
basket  of  goods  and  services. 

Within  this  framework,  asset 
prices  enter  both  as  indicators  of 
inflationary  pressure  and  as 
causes  of  it.  The  logic  is  cl  Bar: 
when  money  grows  more  quickly 
fhan  the  willingness  of  people  to 
hold  cash,  tbe  excess  will  be 
spent.  The  first  object  of  addi- 
tional spending  Is  likely  to  be 


equities,  property,  foreign  curren- 
cies and  so  forth.  The  rise  in  the 
prices  of  these  assets  is  going  to 
affect  spending  on  goods  and  ser- 
vices, by  making  people  feel 
richer  and  investment  seem 
cheaper.  Consumption  and 
investment  will  rise  and  savings 
Win  fan. 

This  seems  to  be  be  a good 
description  of  the  US  today.  The 
similarity  with  the  Japan  of  the 
1980s  is,  the  charts  suggest,  also 
striking.  US  growth  of  broad 
money  is  comparable  to  that  in 
Japan's  bubble  days.  Moreover, 
the  ratio  of  the  US  stock  market 
value  to  gross  domestic  product 
is  nearly  as  high  as  in  Tokyo  in 
early  1990,  just  before  the  crash. 

Has  the  Federal  Reserve  been 
foolish  to  let  this  happen?  This  is 
not  Immediately  obvious.  As  is 
noted  in  a recent  study  from  the 
Organisation  for  Economic 
Co-operation  and  Development, 
"the  use  of  asset  prices  as  indica- 
tors of  future  inflation  is  not 
straightforward”.*  That  point 
also  shines  from  the  charts:  the 
US  may  be  in  the  midst  of  an 
extraordinary  rise  in  equity 
prices,  but  inflation  is  also  falling 
to  very  low  levels. 

The  interesting  feature  of  the 
chart  is  that  the  same  was  true  of 
Japan,  more  or  less.  The  great 
rise  in  Japanese  asset  prices  in 
the  second  half  of  the  1980s  was 
accompanied  by  quite  modest 
inflation,  which  never  went 
above  4 per  cent  If  the  Bank  of 


Japan  is  judged  purely  on  infla- 
tion, its  record  is  good.  As  for  the 
Federal  Reserve,  its  recent  infla- 
tion record  is  outstanding. 

Two  possible  conclusions  can 
be  drawn:  first,  that  a central 
bank  can  hit  Its  inflation  targets 
without  pairing  much  attention 
to  asset  prices;  but,  second,  that 
it  may  be  very  dangerous  to 
restrict  attention  too  narrowly  to 
immediate  inflation.  Just  remem- 
ber the  mess  Japan  has  fallen 
into.  So  maybe  the  reason  to  pay 


By  now,  the  option 
of  choking  off  the 
asset  boom  is  . 
unavailable.  It  is 
simply  too  late 


attention  to  asset  prices  is  not 
that  they  necessarily  cause  infla- 
tion. but  that  they  may  lead  to  a 
deep  recession. 

As  the  OECD  paper  notes,  large 
and  sustained  asset  price 
declines  have,  historically, 
proved  very  damaging.  Consider 
the  US  in  the  1930s,  Japan  in  the 
1990s  and  much  of  east  Asia 
today.  As  Andrew  Smithers  of 
London-based  Smithers  & Co  bas 
shown,  since  1920  tbe  US  has 
experienced  16  years  in  which 
output  contracted.  Ten  of  these 


followed  the  three  previous  peaks 
in  equity  market  valuations, 
none  of  them,  incidentally,  as 
high  as  today’s.** 

The  question  is  why  asset  price 
inflation  should  lead  to  deflation 
and  depression,  rather  than  con- 
ventionally measured  inflation.  A 
partial  answer  can  be  derived 
from  a classic  paper  by  two 
American  economists,  Armen 
A1  chian  and  Benjamin  Klein.*** 
Its  point  is  simple.  A proper  mea- 
sure of  inflation  would  include 
the  prices  of  future  goods  and 
services.  This  is  indicated  by  the 
current  prices  of  the  assets  that 
give  command  over  future  con- 
sumption. Thus  a rise  in  asset 
prices  is  a form  of  inflation.  It  is 
tbe  inflation  that  affects  savings. 

Suppose  asset  prices  rise  with- 
out any  concomitant  increase  in 
the  quantity  of  goods  and  ser- 
vices in  future,  or  in  the  prefer- 
ence for  consumption  tomorrow 
over  consumption  today.  This  is 
pure  asset  inflation.  Under  these 
assumptions  assets  have  become 
too  expensive  or  goods  and  ser- 
vices too  cheap.  Either  way, 
prices  are  out  of  equilibrium.  The 
return  to  a normal  relationship 
between  the  prices  of  assets  and 
of  current  goods  and  services 
must  then  occur  eitber  by  a 
reduction  in  nominal  asset  prices 
or  an  increase  in  prices  of  goods 
and  services. 

The  first  means  asset  price 
deflation;  the  latter  means  con- 
ventionally measured  inflation.  If 


OBSERVER 


Flying  in 
for  a flutter 


When  high-rolling  Greek 
businessman  John  Manetis's  luck 
ran  out  at  the  gaming  tables,  he 
knew  exactly  what  to  do.  He  put 
his  soaraway  airline  Cronus  up 
for  sale. 

With  a bunch  of  domestic 
routes,  dots  in  London,  Paris 
and  half  a dozen  German  cities  - 
as  well  as  boasting  the  fewest  . 
delays  of  any  Greek  carrier  - 
Cronus  looked  like  a tasty 
morsel. 

First  to  bite  was  Attica 
Holdings,  a Greek  super-fast 
passenger  ferry  operator  quoted 
on  the  Athens  stock  market  But 
after  announcing  the  takeover, . 
Attica  wasn’t  impressed  with 
Cronus's  accounts. 

So  now  another  shipping  group 

is  taking  control  of  Cronus.  The 
Laskarides  family  transports 
bananas  round  the  world,  and 
has  a chunk  of  the  Hyatt  casino 
in  Thessaloniki  - where  Manet  is 
said  to  have  gam  Wed  more  than 
a few  drachmas. 

This  summer  will  see  a new 
Hyatt  hotel  operating  at  full 
swing  in  Thessaloniki,  close  to 
the  casino  - another  Laskaides 
investment  And  who’ll  fly  in  the 
punters?  Cronus,  of  course. 


Goodbye  Grefl 


It  was  last  orders  this  week  for 
Greti  Novak,  one  of  three  sisters 
from  Burgenland  who  ran  the 


famous  Gmoa  Keller  in  Vienna. 
The  most  popular  publican  in  the 
city,  Novak  was  awarded  three 
weeks  before  her  death  the 
Goldene  V&rdlenstzeichen  tier 
R&pubGk  for  her  thirst-quenching 
services. 

As  many  as  350  people  braved 
the  bitter  cold  to  attend  her 
funeral;  in  her  honour,  bells 
across  the  town  were  rung  in 
memory  of  the  woman  bom  81 
years  ago  in  Odenburg,  now  part 
of  Hungary.  Not  that  she  always 
proved  to  be  a welcoming 
host 

Novak  was  notoriously  picky 
when  it  came  to  allowing 
customers  Into  her  Heumarkt 
hostelry,  often  throwing  out 
people  because  she  simply  didn’t 
know  them.  Anxious  drinkers 
were  heard  announcing  they 
were  prominent  musicians  or 
actors  in  a desperate  bid  to 
secure  a table. 

N tether  was  she  intimidated  by 
rank.  Even  former  chancellor 
Franz  Vranitzky,  having  escaped 
from  a state  banquet,  was  told: 
“It’s  a private  party  and  you  can't 
come  in."  The  landlady  with 
attitude  looked  at  his  dinner 
jacket  - and  added:  "Even  if  you 
are  with  the  Philharmonic”. 


Dagmar’s  friends 


After  last  September's  election 
defeat,  the  chances  of 
Germany’s  Christian  Democratic 
Union  and  its  Bavarian  sister 
party,  the  Christian  Social  Union, 
determining  the  country's  next 


president  have  remained  slim. 

But  the  parties  are  pulling  out 
all  the  stops  in  putting  forward 
Dag  mar  Sc  hi  panski,  an 
electronics  professor  from 
Thuringia,  as  their  candidate  for 
the  May  23  contest  Not  only  is 
the  little-known  professor  a 
woman,  she's  also  from  eastern 
Germany  and,  for  good  measure. 
Isn’t  a member  of  any  political 
party. 

Even  so,  Schi panski,  who’s  55, 
stands  Tittle  chance  against 
Johannes  Rau,  the  former  prime 
minister  of  North  Rhine 
Westphalia  who  is  backed  by  the 
ruling  Social  Democratic  party. 
The  choice  of  successor  to 
President  Roman  Herzog  will  be 
made  by  the  parliament  and 
federal  states,  most  of  which  are 
SPD-controHed. 

That  hasn't  stopped  newly 
elected  CSU  leader  Edmund 
Stoiber  and  his  CDU  counterpart 
Wolfgang  Schauble  effusively 
supporting  Sc  hi  pans  kL  Perhaps 
their  minds  aren't  so  much  on 
May's  contest  - but  more  on  the 
battle  for  chancellor  in  the  2002 
federal  elections. 


Pregnant  pause 


Norway  is  in  the  throes  of  some 
labour  pains.  The  country's 
petroleum  and  energy  minister, 
Marit  Amstad,  ia  taking  maternity 
leave  at  the  end  of  March.  But 
who  will  get  the  job  of  looking 
after  the  country's  oil  wealth  in 
her  absence?  The  three  parties 
which  form  Norway's  coalition 


government  may  be  set  to 
indulge  in  an  unseemly  scramble 
for  Amstad’s  seat  Amstad 's 
Centre  party  has  six  of  the  18 
seats  in  the  cabinet,  which  is  led 
by  a Christian  Democratic  prime 
minister. 

Norway  isn't  entirely  new  to 
governmental  pregnancies.  Grate 
Berget  - appropriately  enough 
the  child  and  family  affairs 
minister  between  1991  and  19% 
- was  pregnant  during  the 
Labour  government  But  filling 
her  job  was  child's  play  as  there 
was  then  only  one  party  to  pick 
from.  Berget  also  simplified  the 
problem  by  endowing  most  of 
her  maternity  leave  on  the  baby’s 
father,  partly  to  set  an  example 
as  family  minister  on  how  to  split 
maternity  leave.  Perhaps  Amstad 
will  think  up  a similar  solution: 
Observer  suggests  working  from 
home. 


Tail  note 


It's  a dog's  life.  Insurance 
companies  in  the  US  say  they’re 
fed  up  to  the  back  teeth  with 
paying  out  for  damage  caused 
by  ferocious  pooches.  Quincy 
Mutual  Fire  Insurance  told  one 
dog-owner  to  abandon  plans  to 
adopt  a German  shepherd 
because  of  the  risk  it  might  sink 
its  teeth  into  someone.  Nasty 
hounds  like  Rottweilers,  pit  bulls 
and  Great  Danes  are  blamed  for 
a big  increase  in  the  number  of 
bites  needing  medical  attention. 
Who  was  It  who  said  a dog  Is  a 
man’s  best  friend? 


the  former  happens,  people  who 
felt  better  off  before  will  feel 
impoverished.  If  the  latter 
occurs,  the  central  bank  will  vali- 
date the  new  set  of  asset  prices, 
by  allowing  a general  inflation. 
Japan  has  chosen  the  first 
approach,  with  devastating 
effects  on  consumption  and  eco- 
nomic activity.  So  did  the  US  in 
the  1930s. 

The  conclusion  then  is  that 
what  has  happened  to  the  US 
economy  may  produce  one  of  two 
bad  outcomes:  asset  price  defla- 
tion or  inflation  in  the  prices  uf 
goods  and  services.  Either  way  a 
recession  seems  likely.  If  so.  this 
would  be  because  the  Federal 
Reserve  paid  insufficient  atten- 
tion to  asset  prices. 

To  this  critique  the  Fed  can 
give  several  answers: 

• That  It  is  impossible  to  distin- 
guish asset  price  inflation  from 
an  increase  in  asset  prices  that 
has  occurred  for  good  reasons 
(for  example,  a reduction  in  tbe 
real  rate  of  interest). 

• That  it  is  politically  impossi- 
ble to  tighten  monetary  policy 
when  all  people  can  see  is  that 
they  are  becoming  richer. 

• That  the  problems  of  the 
global  economy  over  the  past 
year  and  a half  forced  the  Federal 
Reserve  to  ignore  tlio  domestic 
overheating. 

• TO  at  global  price  deflation 
makes  it  perfectly  safe  to  run  an 
apparently  inflationary  domestic 
policy  for  several  years. 

• Most  important,  that  it  will  bo 
perfectly  possible  to  offset  the 
effects  on  consumption  and 
investment  of  asset  price 
declines,  by  using  a sufficiently 
aggressive  monetary  (and  per- 
haps also  fiscal)  policy. 

Note  that  if  die  first  of  these 
points  is  true,  then  valuing 
assets  is  largely  guesswork. 
There  is  evidence,  however,  to 
suggest  that  it  is  not.  Indeed 
stock  market  valuations  appear 
to  converge  on  a mean  that  is  far 
below  current  values.**** 

The  remaining  (joints  merely 
define  the  gamble,  in  essence,  the 
Federal  Reserve  decided  that  it 
would  be  easier  to  manage  the 
aftermath  of  an  asset  price  fall 
than  any  attempt  to  forestall  the 
preceding  rise. 

By  now.  the  option  of  choking 
off  the  asset  boom  is,  anyway, 
unavailable.  It  is  simply  too  late. 
But  bow  the  US  exits  from  its 
apparently  unsustainable  posi- 
tion will  determine  the  verdict  on 
Mr  Greenspan's  time  at  the  Fed- 
eral Reserve.  Either  there  will  be 
a smooth  transition  to  sustaina- 
bility, with  neither  inflation  nor 
deflation.  Or  - more  likely  - 
there  will  be  a very  bumpy  ride, 
with  both  higher  inflation  and 
felling  asset  prices.  If  so,  the  case 
for  paying  greater  attention  to 
asset  prices  in  setting  monetary 
policy  will  be  vastly  reinforced.  It 
will.  alas,  also  be  too  late  for  the 
economy  and  for  Mr  Greenspan’s 
reputation. 


* Mike  Kennedy.  Angel  Palerm. 
Charles  Pigott  and  Flavia  Tern- 
bile . Asset  Prices  and  Monetary 
Policy.  Economics  Department 
Working  Papers  188,  http:t! 
www.olis.  deed,  orgiolis! 1938docnsf 
UnkTo.ECO-WKP(98)i:  •* 

Andrew  Smithers.  The  Economic 
Threat  Posed  by  the  US  Asset 
Bubble,  Report  i Vo.  92,  Smithers  £ 
Co.  July  1996:  ***  On  a Correa 
Measure  of  Inflation,  Journal  of 
Money . Credit  and  Banking.  Feb- 
ruary 1973;  ****  Donald  Robertson 
and  Stephen  Wright  The  Good 
News  and  the  Bad  News  about 
Long-Run  Stock  Market  Returns, 
Department  of  Applied  Economics 
Working  Paper  9S22,  Cambridge 
University,  lutp::jpapers.$sm.comi 
paper.  taf?a  bsrract  id=  1 381 70. 
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100  years  ago 


Edison’s  Enterprise 
For  several  years  Mr  Thomas 
A.  Edison,  the  well-known 
American  electrician,  has  been 
experimenting  to  find  a 
process  for  extracting  iron  by 
means  of  magnetism.  He  had 
ascertained  that  in  the 
northern  portion  of  New  Jersey 
there  are  immense  quantities 
of  primal  gneiss  charged  with 
magnetic  iron  he  believed 
could  be  profitably  treated  if 
hrs  experiments  proved 
successful.  The  experimental 
stage  has  been  passed  and 
Mr.  Edison's  company,  it  is 
stated,  is  now  engaged  in 
turning  out  iron  at  a profit  of 
$1 .50  a ton. 


50  years  ago 

Marshall  Deputy  To  Stay 
Washington,  Jan.  25. 

President  Truman  has 
persuaded  the  deputy  Marshall 
Plan  administrator.  Mr. 

Howard  Bruce,  who  recently 
submitted  his  resignation,  to 
remain  at  his  post  Last  month 
Mr.  Bruce  charged  Britain. 
Holland  and  Belgium  with 
reselling  to  the  United  States 
at  a profit  aluminium  and  lead 
purchased  with  Marshall  Plan 
funds. 
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Battle  of  the  portals 


Watch,  oat  Yahoo!  and  America  On-Line. 
Here  come  Compaq  Computer  and  Micro- 
soft. Compaq's  decision  to  float  part  of  its 
AltaVista  internet  search  engine  is  an 
attempt  to  cash  in  on  internet  fever.  Eaarly 
guesses  are  that  the  business  might  be 
worth  $2bn.  But  the  accompanying  alli- 
ance with  Microsoft  potentially  opens  a 
new  front  in  internet  warfare;  the  battle 
of  the  “portals".  Portals  - sites  that  aggre- 
gate a huge  range  of  content  from  around 
the  web  - are  extremely  hot  with  inves- 
tors. Hence  Yahoo’s  extraordinary  market 
capitalisation  of  around  $34bn. 

But  does  Compaq  have  a winning  strat- 
egy? On  the  plus  side  is  AltaVista’s  pow- 
erful technology.  Then  there  is  the  special 
button  that  Compaq,  the  world's  largest 
personal  computer  maker,  is  putting  an 
its  keyboards  - it  shunts  users  directly  to 
AltaVista.  Add  in  the  Microsoft  alliance 
and  AltaVista  looks  like  it  has  momen- 
tum. 

But  there  are  a few  worries.  First, 
although  AltaVista  is  a grand  old  man  by 
internet  standards.  It  is  a John- 
ny-come-lately  to  the  portal  business. 
Yahoo!  and  AOL  are  far  ahead.  Second, 
the  supposed  advantages  of  the  Compaq 
link  could  boomerang;  other  PC  makers 
will  be  extremely  reluctant  to  promote 
AltaVista  for  fear  of  losing  customers  to 
Compaq.  Finally,  portals  could  Just  be  yes- 
terday’s game.  As  users  become  more 
familiar  with  the  internet,  they  may 
increasingly  go  straight  to  the  content 
rather  than  via  portals.  And,  as  things 
stand,  AltaVista  is  pretty  short  on  con- 
tent. 


LucasVafip 

Share  prim  retafiw  to  WnM  Auto  Compoomt#  index 


Management,  have  been  quick  to  offer 
dedicated  high-yield  funds,  and  with  some 
success.  But  the  markets  - and  especially 
the  big  investment  banks  that  stand  to 
benefit  most  from  the  growth  of  tins  sec- 
tor - should  not  get  too  carried  away  with 
their  own  hype. 

There  is  good  reason  why  the  US  Junk 
bond  market  is  worth  more  than  $400bn 
and  Europe's  less  thaw  $10bn.  Activity  in 
the  US  is  to  a large  extent  based  on  the 
prolific  start-up  rate  of  risky  new  busi- 
nesses, and  the  Junk  bond  market  is  there 
to  flnanra  them.  There  is  Hmg  plenty  Of 
supply  for  investors  to  snap  up.  But  until 
continental  Europe  develops  a more  entre- 
preneurial culture,  the  growth  of  this 
market  is  likely  to  be  Blow. 


LucasVarity 


Euro  junk  bonds 


ft  is  appropriate  that  a US  company, 
Tokheim,  has  launched  the  first  junk 
bond  In  Europe's  single  currency. 
Although  a great  future  has  been  pre- 
dicted for  Europe's  fledgling  high-yield 
bond  market,  it  is  still  a minnow  in  com- 
parison with  its  transatlantic  counterpart 
Much  has  been  made  of  the  impact  of 
monetary  union  on  Europe's  conservative 
Investor  base,  which  has  grown  fat  on  an 
unimaginative  diet  of  government  bonds. 
Having  relied  on  currency  movements  for 
most  of  their  returns,  investors  will  now 
have  to  take  more  credit  risks  to  maintain 
a decent  yield  on  their  investments.  Some 
fund  managers,  such  as  Mercury  Asset 


Shareholders  in  LucasVarity  are  in  dan- 
ger of  selling  the  company  short  At  280p 
'a  share,  an  enterprise  value  of  £3.7bn 
d&lbn)  allowing  for  LVA’s  2200m  cash, 
they  would  be  accepting  only  10  times 
1996-99  operating  profits.  This  assigns  no 
value  to  the  synergies  an  industry  bidder 
would  reap,  no  value  to  new  orders  that 
will  lift  future  sales,  and  no  value  to  the 
£lbn  pension  fund  surplus.  Savings  alone 
of.  say,  2 pm-  cent  of  LVA’s  £S.6bn  auto- 
component sales  should  add  a further  10 
per  cent  to  the  offer  price. 

Why  might  UK  investors  he  so  keen  to 
cut  and  run?  It  stiQ  rankles  that  the  old 
Lucas  industries  was  in  effect  takpn  over 
by  Varity  in  a no-premium  merger.  More 
recently,  they  balked  at  the  attempt  by 
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Victor  Rice,  chief  executive,  to  move  the 
company  to  the  US.  Add  in  LVA’s  dismal 
communications  record  - the  company 
makes  Marks  and  Spencer  seem  accessible 
- and  LVA  >»»  to  earn  investors’ 
patience;  It  has  been  a bad  time  to  be 
without  that  patience.  The  strong  pound, 
high  UK  Interest  rates  and  pricing 
pressure  from  powerful  customers  have 
left  the  engineering  sector  out  of 
Savour. 

Nevertheless,  shareholders  should  hold 
their  nerve.  LVA  would  he  a plum  acquisi- 
tion for  a number  of  rivals.  If  neither 
TRW  nw  Federal-Mogul  came  good  now, 
other  opportunities  phonid  present  them- 
selves. After  all,  the  autocompoinents  sub- 
sidiaries of  General  Motors  and  Ford  are 
toiHing'  to  market  this  year. 

Bid  fever 

Have  UK  institutional  shareholders 
acquired  a taste  for  shotgun  marriages?  A 
rash  of  approaches  and  offers 

for  out-of-favour  smaller  companies  sug- 
gests bidders  believe  big  investors  have 
finally  lost  patience  with  their  underper- 
forming hftWnp.  Institutional  activism  is 
certainly  on  the  rise.  It  is  Just  two  months 
since  Phillips  A Drew  caused  a Mason 
when  the  fund  manager  openly  Induced  a 
hostile  bid  for  a company  in  which  it  held 
a big  stake. 

Now  Investorprompted  approaches  are 
becoming  commonplace.  So  for  this  week 
the  chief  executive  of  Minor  Group  has 
been  forced  out  - partly  by  a cabal  of 
shareholders  — for  standing  in  the  way  of 
a £lbn  merger  with  another  newspaper 
group.  Institutional  dlsiDmlonment  is 
also  behind  an  unsolicited  move  on  Lon- 
don International  Group. 

One  reason  for  the  rush  of  activity  is 
that  bidders  are  becoming  increasingly 
confident  about  the  outlook  for  the  UK 
economy.  Hence  the  bombed-out  share 
prices  of  iTHqnid  smaller  companies  look 
doubly  tempting.  But  while  insHtntinnai 
impatience  with  smaller  companies  is  a 
foot  of  life,  there  is  a danger  of  selling  on 
the  cheap.  The  best  argument  for  encour- 
aging (foals  involving  smaller  companies 
is  to  promote  the  consolidation  of  frag- 
mented sectors.  Selling  investors  should 
remember  they  are  entitled  to  a fair  share 
of  the  synergies,  particularly  as  they  are 
playing  the  marriage  broker’s  role. 
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Europe  today 

Rdn  raid  sleet  over  the  Low 
Countries  wB  move  east  into 
Germany  and  southern  Scandinavia. 
Snow  in  Austria  and  Switzerland  w# 
push  south  diving  the  day.  Much  of 
France  w*  see  scattered  showers. 
wBti  more  persistant  rain  In  the 
south.  Northern  Spain  wOf  have 
showers,  but  farther  south  It  wB 
become  wxrny.  Northern  and 
central  parts  ofttaly  wfi  have  a 
mixture  of  sun  and  showers.  Greece 
w9  be  mostly  dry  end  sunny,  but 
there  wffl  be  some  showers  over  the 
Mediterranean. 

Hue-day  forecast 

Tin  eastern  Mediterranean  wffl  see 
heavy  rain  tomorrow,  which  wfll 
contfnus  Into  the  weekend  Central 
Europe  wfl  have  hither  rein  and 
mountain  snow,  but  it  wffl  become 
(purely  dry  although  rather  cold 
thh  weekend.  A growing  area  of 
high  pressure  wffl  load  to  a very 
cold  but  settled  spell  across 

northern  Europe. 
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King  Hussein  returns  to 
US  for  medical  checks 

Fears  over  Jordan’s  stability  after  verbal  attack  on  brother 


£figgpj^ 


By  Judy  Dempaey  ta 


King  Hosseto  of  Jordan  yesterday 
returned  to  the  US  for  medical 
checks,  hours  after  delivering  a 
Stinging  attack  on  his  brother. 
Prince  Hassan,  who  was  removed 
from  title  line  of  succession  last 
weekend. 

The  King  leaves  behind  a growing 
dispute  in  the  Royal  Palace,  which 
hflg  fuelled  ifmivm  mwnmg  Jordan’s 
western  allies  and  Israel  about  the 
Kingdom's  stability. 

Ordinary  Jordanians  are  also 
increasingly  worried  about  the  direc- 
tion of  Jordan,  a poor  desert  coun- 
try, wedged  between  Iraq  and  IsraeL 

hi  a letter  read  out  yesterday  on 
state-run  television,  King  Hussein, 
63,  spoke  of  Prince  Hassan  conduct- 
ing a campaign  of  intrigue  and  med- 
dling in  state  affairs.  Officials 
the  embittered  pj-mro,  51,  was  think- 
ing of  leaving  the  country. 

The  rang  returned  freon  the  US 

i last  week,  where  for  six  -months  he 
Fail  undergone  for  cancer. 

He  said  -his  brother  had 
fallen  victim  to  “greedy” 


aides  during  his-  'absence. 
• In  a tone  which  surprised  diplo- 
mats and  Jordanians  with  its  blind- 
ness, King  Hussein  said  Prince  Has- 
san had  tried  to  send  senior  army 
officers  into  early  retirement,  includ- 
ing Field  Marshal  Abdul-Hafez  al- 
Kaabeneh,  chief  of  staff. 

The  army,  dominated  by  Bedouins, 
tiie  King’s  loyal  tribesmen,  is  one  of 
Jordan's  most  sacrosanct  institu- 
tions, the  bedrock  of  its  stability. 

- “I  Intervened  from  the  sick-bed  to 
prevent  interference  in  the  affaire  of 
the  Arab  Army  in  tiie  changes 
that  appeared  as  thoughthey  ware 
aimed  at  a settling  of  scores”  said 
King  Hussein. 

Prince  Hassan,  appointed  crown 
prince  in  1963,  was  also  accused  of 
nominating  ambassadors  hi  the 
King’s  absence,  while  his  FaJdsiam- 
bom  wife.  Princess  Sarvath,  had 
redesigned  his  office,  confident  her 
husband  would  soon  be  King. 

Diplomats  «nd  the  Bug's  herab 
tone  was  almost  certainly  an 
attempt  to  convince  -the-  public  to 
accept  his  brother's  dismissal.  They 
added  King  Hussein  had  also  wanted 


to  stamp  his  authority  on' the  Palace 
which  had  become  a den  of  intrigue 
during  fals  absence. 

The  King  accused  Ms  brother's 
supporters  of  instigating  a smear 
■ campaign  against  Queen  Noor,  his 
American-born  fourth  wife,  and 
Hamza,  the -Queen's  eldest  son  and 
the  King's  favourite. 

*T  w»i  my  Email  family  were  hurt 
by  the  whispering,  innuendo  and  the 
smearing. . . against  my  wife  and 
sans,”  he  said. 

Whatever  the  -truth  in  these 
fiaimq,  diplomats  cautioned  that  the 
appointment  of  Abdullah,  the  King’s 
eldest  son;  to  be  the  Crown  Prince, 
and  the  public  embarrassment  of 
Prince  Hassan,  might  not  be  enough 
to  quell  •tefifl’Titing  in  the  Palace. 

•'Remember,”  said  a diplomat,  “the 
King  had  four  wives,  five  sons  and 
six  daughters.  That's  a lot  of  rivalry. 
The  King  could  keep  the  rivalry  at 
.hay  because  he  was  always  around 
and  strong  enough.  Now  It  is  differ- 
ent He'  is  very  EL” 

Pri^^Abdotofi ’rtaikrtavn^  Page  6 

EdtoriaJ  Comment,  Page  13 


Japanese  institutions  hiding  ^ 
bonds  losses  with  secret  deals 


By  GBan  Tett  and  Kaolm  Nfom 
hi  Tokyo 

Japanese  fin«nr-i«i  institutions  are 
carrying  out  unorthodox  and  secre- 
tive securities  trades  to  hide  recent 
losses  in  Japanese  government  band 
markets. 

In  particular,  some  banks  have 
been  pretending  to  “sell"  JGBs  at 
artificially  high  prices  to  large 
Tokyo  brokers,  in  exchange  for 
other,  low  quality  bands  “bought”  at 
artificially  low  prices. 

The  deal  allows  investors  to  con- 
ceal losses  temporarily  because 
although  JGB  losses  need  to  be  regu- 
larly reported  under  Japanese 
accounting  rules,  losses  on -other 
securities,  such  as  local  government 
bands,  do  not. 

The  brokers  conducting  these 
deals  for  their  rfiwitg  itwrint  they  are 
not  illegal  because  the  Japanese 
Securities  Dealers'  Association,  tiie 
industry  body,  changed  its  trading 
regulations  last  month,  abolishing 


the  rule  that  all  bond  trades  need  to 
be  conducted  withtn  2 per  cent  of  the 
market  price. 

However,  officials  at  the  Ministry 
of  Finance  «nd  of  Japan  Mwft 
Hwi  the  rule  change  could  encour- 
age banks  to  conduct  a form  of 
iobashi,  the  traditional  Japanese 
practice-  of  iHuffimp  losses  between- 
accmrata. 

Western  banks  also  believe  the 
unorthodox  trades  would-  breach 
global  compliance  standards;  Several 
have  refused  to  conduct  them;  even 
though  they  have  been  under  huge 
pressure  from  Japanese  clients;  Wil- 
liam Campbell,  head  of  research  at 
JP  Morgan,  says:  “This  [change  in 
tiie  rule]  is  very  .very  disappointing 
- it  is  a big  step  back.n  . 

The  JSDA  denies  that  December’s 
rule  change  was  intended  to  conceal 
losses.  “I  do  not  think  ■ the  rule 
change  led  to  an  increase  in  tobas/d. 
It  may  have  allowed  those  engaged 
in  the  practice  to  do  It  on  a larger 
scale,”  says  an  official. 


Many  Japanese  banks  and  life 
assurance  companies  are  struggling 
to  meet  capital  adequacy  and  sol- 
vency standards  at  the  end  of  the 
fiscal  year  in  March.  The  state  of 
their  bond  portfolios  has  recently 
become  critical,  since  many  suffered 
large,  losses  when  10-year  JGB  yields 
more  than' doubled  to  2 per  cent  in 
December. 

The  biggest  losses  are  believed  to 
have  occurred  on  10-year  JGBs 
tamed  with  a 0J  per  cent  coupon  in 
tiie  autumn.  However,  large  Japa- 
nese brokers  are  now  “buying”  these 
-JGBs  from  Investors  at  around  the 
par.  price  -of  100,  even  thnngh  the 
actual  market  price  has  fallen  to 
around-8& 

. In  exchange,  the  brokers  are  “sell- 
ing” dfrgap  bonds,  such  as  municipal 
bonds,  at  Inflated  prices. 

Unwinding  crass  shareholdings,  Page  4 
Japan  don't  parte,  Paga  12 
Japan  piamlin  fete,  Page  18 
Bonds,  Page  22 
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Capitol  HiU  joins  Cargill  inquisition 

Cargill's  proposed  acquisition  of  Continental’s 
grain  trading  operations,  which  would  unite  the 
world's  biggest  and  second  biggest  grain 
exporters,  has  attracted  the  attention  of  the  US 
agriculture  secretary,  the  Justice  Department, 
and  the  Commodity  Futures  Trading  Commis- 
sion. Now  a congressional  sub-committee  is 
examining  the  deal.  Page  24 

Dublin  learns  to  talk  in  etnas 

Ireland  has  again  con- 
firmed its  reputation  as 
the  European  Union's 
enthusiastic 
ma*n»tf,  with  84  per 

cemWiisted  compa- 
nies planning  to  report 
their  1999  interim  fig- 
ures in  euros.  By 
reporting  profits  and 
earnings  per  share  In 
euros,  companies  make 
it  easier  for  Investors  to 
calculate  ratings.  Foreign  borrowings  also  maker 
more  sense,  and  US  investors  can  make  com-  • 
parisons  with  other  euro-zone  markets.  Page  34 

Bund  market  loo  small1 

The  German  government  bond,  or  bund,  market 
is  too  small  to  support  the  amount  of  deriva- 
tives based  on  it,  says  the  Soctet6  des  Bourses 
Frangaises,  operator  of  the  French  stock  and 
derivatives  exchanges.  SBF  believes  financial 
institutions  could  be  exposed  to  large  losses, 
should  this  shortage  of  bonds  result  In  big  price 
discrepancies  when  demand  rises.  Page  22 

V - South  African  IT  groups  branch  out 

1 1 Four  years  ago,  Comparex,  a South  African 
/ information  technology  group,  was  wholly 
dependent  on  business  In  southern  Africa  Now, 
after  a string  of  acquisitions,  it  has  a market 
capitalisation  of  R17bn  ($2.8bn),  makes  70  per 
cent  of  its  profits  in  Europe  and  Is  planning  sec- 
ondary stock  exchange  listings  In  London  and 
possibly  Frankfurt  Its  story  is  typical  of  South 
Africa's  IT  sector.  Page  19 

UG  approach  recognises  potential 

Nick  Hodges,  London  International  Group's 
chief  executive,  once  said  his  greatest  fear  was 
that  the  company,  which  makes  Du  rex  con- 
doms and  Marigold  robber  gloves,  would  be  bid 
for  before  he  had  brought  out  its  true  potential. 
Following  an  unsolicited  merger  approach,  that 
might  be  about  to  happen.  Page  20 

Brazil  worries  curb  investors 

Continuing  concern  about  the  financial  prob- 
lems of  Brazil  restrained  enthusiasm  for  global 
equities.  Investors  remain  concerned  that  Bra- 
zil's problems  could  spread  to  the  rest  of  Latin 
America.  Page  34 

US  nut  output  hit  by  bad  weather 

Nut  production  In  the  US  fell  by  a quarter  last 
year,  partly  as  a result  of  bad  weather,  said  the 
US  Department  of  Agriculture.  Page  24 
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15 
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15  Usinor 

19 

LVMH 
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Compaq  set  to  spin  off 
internet  search  service 

Share  offering  could  value  AltaVista  at  up  to  $2bn 


By  Louise  Kehoe  In  San  Francisco 


ompaq  Computer,  the  world's 
largest  personal  computer, 
manufacturer,  yesterday 
unveiled  ambitious  plans  to 
become  the  leader  In  internet 
services,  challenging  Yahoo! 
and  other  first-generation 
"‘portal”  websites. 

Compaq,  said  it  would  spin 
off  AltaVista,  the  internet 
search  service  £ bought  last 
year  as  part  of  Its  acquisition 
of  Digital  Equipment,  and 
attempt  to  build  it  into  one  of 
the  most  popular  sites  on  the 
world  wide  web. 

In  a move  to  take  advantage 
of  the  current  high  valuations 
of  internet  companies,  Compaq 
said  AltaVista  would  offer 
shares  to  the  public  - but  did 
not  say  when.  Analysts  said 
the  Compaq  subsidiary  could 
be  valued  at  about  $2bn. 

AltaVista  is  already  one  of 
the  busiest  sites  on  the  web, 
though  ranking  below  other 


well  known  portals  such  as 
Yahoo!  and  Excite.  According 
to  Media  Metrix,  a market 
research  group,  AltaVista  was 
visited  by  almost  20  per  cent  of 
web  users  during  December. 
Yahoo!  drew  48  per  cent. 

However,  while  Yahoo!  and 
several  other  portals  have 
spent  heavily  on  advertising, 
AltaVista  has  yet  to  be  as 
widely  promoted.  With  the 
spin-off,  AltaVista  is  expected 
to  became  more  aggressive. 

AltaVista  can  also  draw  on 
the  resources  and  reach  of  Its 
parent  ..company.  Compaq, 
who&  president  and  chief 
executive  is  Eckhard  Pfeiffer, 
recently  began  including  an 
AltaVista  "button”  on  the  key- 
boards of  its  consumer  PCs, 
which  takes  users  directly  to 
the  web  site.  Similar  features 
will  soon  be  included  in  Com- 
paq's business  PCs. 

AltaVista  users  have,  on 
average,  been  luring-  the  inter- 
net for  more  than  three  years, 


said  Rod  Schrock»  the  newly 
appointed  chief  executive  of 
AltaVista  and  former  head  of 
Compaq’s  consumer  products 
group.  These  are  the  people 
most  likely  to  make  purchases 
on  the  internet,  he  added. 

AltaVista,  which  recently 
expanded  its  services  to 
include  personalised  web 
pages,  natural  language  que- 
ries and  the  ability  to  search 
for  pictures  on  the  internet, 
plana  to  add  many  more  ser- 
vices, Mr  Schrock  said. 

Through  a technology  agree- 
ment with  Microsoft,  AltaVista 
will  also  offer  Hotmail,  a free 
e-mail  service,  and  an  ‘instant, 
messaging”  service  under 
development  at  Microsoft 

In  addition,  Microsoft  has 
agreed  to  replace  the  Inktomi 
technology  it  offers  as  the  pri- 
mary search  service  on  the 
Microsoft  Network  with  Alta- 
Vista technology. 
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Ambitious  ptanK  Compaq  chief  Eckhard  Pfeiffer  Picture;  Reuters 


Bakrie  moves  to 
restructure  debt 


By  Sander  TTioenes  in  Jakarta 

BaVie  & Brothers,  the  listed 
arm  of  the  diversified  Bakrie 
Group,  has  agreed  with  its 
main  creditors  to  swap  up  to 
$1.15bn  in  debt  for  equity,  rais- 
ing the  chances  of  it  becoming 
the  first  large  Indonesian  com- 
pany to  restructure  its  debt 

Chase  Manhattan,  American 
Express  Bank  aid  Dresdner 
Bank  were  among  creditors  in 
Singapore  yesterday  to  agree 
in  principle  to  swapping 
Sl.lSbn  in  outstanding  loans 
for  80  per  cent  of  a new  hold- 
ing company  with  shares  in 
five  Bakrie  companies,  includ- 
ing 5J  per  cent  of  US-Hated 
Iridium.  They  would  also 
receive  30  per  cent  of  the  com- 
pany’s remaining  assets. 

However,  Japanese  banks 
such  as  Sanwa  and  Fuji,  also 
lenders  to  Bakrie,  were  nota- 
bly absent  from  yesterday's 
meeting.  Bakrie  said  the  agree- 
ment covered  80  per  -cent  of 
outstanding  debt  but  declined 
further  comment  Bankers  said 
many  details  had  yet  to  be 
negotiated. 

"We  have  agreed  in  principle 
- nothing  more,”  one  said. 
“The  next  step  is  a meeting  ol 
all  the  creditors,  possibly  in 
early  February.”  Late  last  year 
Indonesia  cleared  some  legal 


and  tax  hurdles  for  restructur- 
ing but  differences  over 
restructuring  terms  have  held 
up  agreements  with  big  debt- 
ors such  as  Astra  Interna- 
tional, which  was  well  into 
negotiations. 

“This  would  be  the  first  big 
one  {Indonesian  companyj,” 
said  one  western  hankM1  with 
exposure  to  Bakrie.  “I  don’t 
think  we  have  much  choice. 
Bankruptcy  is  not  working, 
despite  a new  bankruptcy  law. 
Many  western  banks  have 
been  taking  provisions  over 
the  past  year,  so  they  might  as 
well  start  writing  off  loans.” 

One  banker  said  it  was 
doubtful  the  creditors  would 
get  more  than  20  cents  to  the 
dollar,  as  many  of  Bakrie’s 
subsidiaries  were  in  trouble 
and  newly  listed  shares  of  the 
planned  holding  company 
would  not  be  very  liquid. 

lb  addition  to  the  stake  in 
Iridium,  worth  some  9120m, 
the  new  holding  company 
would  own  a majority  in 
Bakrie  Sumatra  Plantations, 
Bakrie’s  most  profitable  com- 
pany, a 20  per  cent  stake  in 
Amthmln,  a coal  mining  ven- 
ture with  BHP  of  Australia,  70 
per  cent  of  Bakrie  Electronics, 
B9.9  per  cent  of  the  troubled 
Bakrie  Pipe  subsidiary  and  20 
per  cent  of  Bakrie  KaseL 


UNILEVER  AND  J0HNS0N&J0HNS0N  TO  LAUNCH  RIVAL  PRODUCTS 

FDA  approves  spreads 
that  reduce  cholesterol 


By  John  Wftman, 
Consumer  Industries  Edttor 


The  US  Food  and  Drug 
Administration  has  told.  Uni- 
lever and  Johnson  & Johnson 
they  can  launch  new  types  of 
spread  that  reduce  cholesterol 
in  the  bloodstream.  But  the 
two  companies  may  be 
restricted  in  the  health  claims 
they  can  make  for  the  much 
hyped  products. 

The  decision,  under  a new 
procedure  that  requires  the 
companies  only  to  demon- 
strate the  products  are  safe, 
could  dear  the  way  for  a high- 
profile  marketing  battle 
between  the  new  spreads,  said 
to  cut  the  risk  of  coronary 
heart  disease  by  up  to  a fifth. 

Plans  for  their  launch  were 
previously  put  on  hold  after 
the  FDA  ruled  they  required 
formal  approval  - often  a 
lengthy  process. 

The  new  procedure  requires 
companies  launching  new 
foods  to  lodge  a certificate  that 
they  are  “generally  recognised 
as  safe”  (GRAS)  with  the  regu- 
lator at  least  90  days  before 
launch.  However,  approval 
under  this  procedure  does  not 


allow  the  company  to  circum- 
vent regulations  on  health 
claims.  This  means  the  compa- 
nies are  unlikely  to  be  allowed 
to  promote  the  health  benefits 
of  the  new  spreads  without 
submitting  to  the  lengthier 
process  needed  before  such 
claims  are  allowed. 

The  two  companies  have 
been  racing  to  launch  their 
spreads  - which  contain  natu- 
rally derived  Ingredients  that 
reduce  cholesterol  levels  - in 
the  US  market.  McNeil  Con- 
sumer Products,  a J&J  subsid- 
iary, looked  set  to  be  first  with 
Benecol,  a spread  produced  by 
Raisio,  the  Finnish  food  and 
chemicals  group. 

Both  companies  have  wel- 
comed the  FDA's  decision  to 
adopt  the  GRAB  procedure  and 
promised  to  work  closely  with 
the  regulator  to  launch  the 
two  spreads. 

But  Raisio  shares  fell  €1.90 
to  €7.60  in  Helsinki  amid  fears 
that  sales  would  beheld  back 
if  health  claims  could  not  be 
used  in  marketing.  “Without 
the  possibility  of  using  health 
claims  in  marketing,  shelf 


space  will  be  minimal,”  said 
one  broker. 

However,  McNeil  said  it 
believed  consumers  would  he 
aware  of  the  benefits  of  its 
cholesterol-busting  spread. 
“Medical  and  dietary  experts 
recognise  that  Benecol  is  a real 
contribution  to  public  health,” 
it  said. 

Under  the  GRAS  procedure, 
the  FDA  has  30  days  to  raise 
concerns  with  the  companies, 
according  to  Joseph  Levitt, 
director  of  its  centre  for  food 
safety  and  applied  nutrition.  It 
must  complete  Its  evaluation 
within  90  days  of  the  certifi- 
cate of  safety  being  lodged. 

Unilever’s  spread  is  close  to 
regulatory  approval  in  the 
European  Union,  having  been 
approved  by  the  Dutch  novel 
foods  regulator  in  December. 
EU  member  states  have  two 
months  to  make  comments  on 
the  proposed  introduction  of 
the  margarine. 

Benecol  needs  no  EU 
approval  having  been  on  sale 
in  Finland  before  Brussels 
introduced  the  novel  foods 
legislation. 


Microsoft 
buys  stake 
in  second 
European 
cable  group 

By  Jeremy  Gray  in  Amsterdam 
and  Paul  Taylor  in  London 


I Microsoft,  the  world's  largest 
software  group,  yesterday 
made  its  second  move  into  the 
European  cable  television 
! industry  this  week  when  It 
agreed  to  buy  a 9300m  (Siam) 
stake  in  United  Pan-European 
Communications  (UPC). 

UPC.  Europe's  biggest  pri- 
vate cable  TV  provider,  said  it 
would  almost  double  the  size 
of  its  planned  initial  public 
offering  next  month  following 
Microsoft's  backing. 

On  Monday,  Microsoft 
announced  that  it  would 
invest  S5O0m  in  NTL,  the  third 
largest  UK  cable  television 
group,  as  part  of  its  strategy  to 
accelerate  the  deployment  of 
high  speed  voice,  data  and 
video  services. 

Before  Microsoft's  move  the 
Amsterdam-based  UPC  said  it 
expected  its  listing  to  yield  a 
maximum  $680m.  Mark  Schnei- 
der, chairman,  said  it  should 
now  raise  between  Sl.llbn  and 
$1.25bn. 

“That  Includes  $800m  for  the 
institutional  and  retail  offer- 
ing, and  Microsoft  has  said  it 
will  take  S300m,H  he  said. 

Like  NTL,  UPC  - which 
owns  cable  networks  in  10 
European  countries  and  in 
Israel  - also  said  it  was  team- 
ing up  with  Microsoft  on  pro- 
jects including  the  delivery  of 
internet-based  telephony  and 
other  interactive  services, 
such  as  digital  video  to  broad- 
band customers  in  Europe. 

Mr  Schneider  said  Microsoft 
would  become  UPC's  preferred 
supplier  and  play  an  important 
role  In  its  plans  to  provide 
integrated  video,  voice  and 
data  services.  Aside  from  sup- 
plying the  “back  office”  soft- 
ware required  by  cable  opera- 
tors to  offer  these  services, 
Microsoft  is  also  trying  to 
establish  its  Windows  CE  oper- 
ating system  and  WebTV  prod- 
ucts in  the  cable  markfei. 

UPC,  a unit  of  United  Inter- 
national Holdings  of  the  US, 
also  unveiled  the  terms  of  next 
month's  listing  of  32 b per  cent 
of  its  equity  on  the  Amsterdam 
and  Nasdaq  exchanges.  The 
offering  of  40m  shares,  com- 
prising up  to  i7.6m  for  US 
institutional  investors  and  the 
remainder  for  Dutch  buyers, 
will  be  sold  in  a two- week 
book-building  period  ending  10 
February.  The  price  range  is 
indicated  at  €24  to  €27. 


If  beta  flags,  try 


alpha 


Are  the  markets 
uncomfortably  high?  A lot  of 
institutional  investors  fear  so. 
After  an  excited  start  to  the 
year  the  main  US  indices  have 
slipped  back  to  more  or  less 
where  they  started.  The  same 
applies  to  London's  FTSE  100. 

The  conditions  could  be 
right,  therefore,  for  long-short 
strategies  to  make  progress. 
They  have  already  made  a 
moderate  impact  in  the  US  - if 
more  on  endowments  than 
pension  plans  - and  now  there 
is  news  of  the  award  of  a 
mandate  in  the  UK.  Caparo, 
the  Midland*  metals  group, 
has  appointed  State  Street 
Global  Advisors  to  run  a 
market-neutral  strategy. 

This  is  a modest  contract  in 
scale,  a 10  per  cent  allocation 
from  a fund  worth  under 
£200m  (S330m).  But  the  much 
bigger  Zeneca  fund  is  said  to 

be  considering  an  allocation  to 
a comparable  non-tradiiional 
strategy. 

Quite  a few  UK  pension 
plans  are  on  the  lookout  for 
something  different  This  is 
partly  because  many  of  them 
have  become  disillusioned 
with  the  performances  of  the 
rinmirmTit  traditional 
managers.  And  they  are  not 
persuaded  that  simply 
switching  to  another  balanced 
manager  will  solve  the 
problem  of  disappointed 
expectations. 

More  fundamentally  though, 
there  are  doubts  about  future 
market  returns.  True,  it  has  . 
been  tremendously  profitable 
to  be  “long  only"  when  over 


the  past  10  years  average 
annual  returns  have  ranged 
from  19  per  cent  on  US 
equities  and  15  per  cent  on  UK 
equities  to  about  12  per  cent 
on  UK  bonds. 

Pension  funds  have  had  no 
difficulty  in  achieving  their 
target  return  of  about  6 per 
cent  reaL 

From  this  point  in  time, 
however,  future  returns  look 
more  problematical  Real 
returns  on  long  gilts  are  only 
about  2 per  cent 

On  the  formula  of  dividend 
yield  plus  trend  economic 
growth,  the  prospective  real 
return  on  UK  equities  is  4%-5 
per  cent  against  the  achieved  8 
per  cent  over  the  past  60  years. 

Conceivably,  the  good  times 
could  roll  on  for  another  year 
or  two.  But  more  funds  are 
ready  to  look  at  alternative 
strategies  for  the  long  run. 

Long-short  strategies  are  not 
always  completely 
symmetrical,  because  they  are 
often  net  long,  but  a 
market -neutral  formula  hat 
been  chosen  by  Caparo. 

In  the  jargon,  the  approach 
accumulates  alpha,  or  stock 
specific  returns,  and  excludes 
beta,  the  market  return,  which 
arguably  can  be  more 
economically  captured  by 
index-tracking-  ftmds. 

Moreover,  by  running  short 
as  weH  as  long  positions,  the 
manager  can  double  up  the 
alpha  for  the  same  money. 

This  Is  wonderful  - so  long,  of 
course,  as  the  alpha  is  positive. 
If  it  is  negative  the  losses  will 
mount 


State  Street  is  running  the 
strategy  in  the  US  stock 
market  (though  it  Is  working 
on  a UK  version).  The  aim  is  to 
beat  the  US  Treasury  bOl 
return  by  5-7  per  cent  a year. 
Comparable  US  hedge  fund 
managers  have  achieved  an 
average  return  of  14  per  cent 
during  recent  years. 

Plainly  many  other 
approaches  - including 
index-tracking  - have 
achieved  much  more,  but  thfa 
is  an  absolute  return  strategy 
designed  for  hard  times. 

Will  such  strategies  catch 
on?  Leading  UK  investment 
consultants  like  Watson  Wyatt 
recommend  that  pension 
schemes  should  diversify  part 
of  their  funds  into  alternative 
investment  styles,  including 
specialist  niche  products. 

Whether  UK  trustees  can 
take  on  board  the  full 
mumbo-jumbo  of  “portable 
alpha"  and  “absolute  return” 

Is  another  matter. 

Using  familiar  relative 
performance  measures, 
trustees  have  been  able  to  gain 
the  comfort  of  the  herd. 
Absolute  returns  are  designed 
to  be  steady;  however,  they 
will  be  very  volatile  in  relative 
terms,  both  against  the  market 
Indices  and  the  peer  group. 

Very  sophisticated 
monitoring  win  be  required 
and  not  Just  the  simple  top 
quarfflfr type  approach. 

If  only  the  stock  market 
would  continue  to  return  15-20 
per  cent  a year  indefinitely. 
That  would  make  life  a lot 
simpler. 


- THE  BED  YOUR  BACK  HAS  BEEN  ACHING  FOR 

The  DUX  deep  concept  pure  and  simple:  A bed  that  improves  your  sleep,  energises 
you  and  helps  you  perform  bener  the  next  day.  So  come  in  and  try  ihe  DUX  bed,  the 
bed  your  back  has  been  aching  for.  Only  available  in  DUX1ANA  shops. 
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DISCOUNT  BROKING  CANADIAN  INSTITUTION  HOPES  TO  CAPITALISE  ON  RISING  PRICES 


Toronto-Dominion  Bank  ponders 


By  Edward  AMen  In  Toronto 

Toronto-Dominion  Bank  is 
considering  a public  offering 
of  shares  in  its  discount  bro- 
kerage, the  world's  second 
largest,  to  capitalise  on  ris- 
ing prices  for  shares  of  dis- 
count brokers  such  as 
Charles  Schwab. 

It  is  the  first  big  strategic 
initiative  by  any  of  Canada's 
big  five  banks  since  their 
merger  plans  were  thwarted 
by  the  government  last 
month. 

Charles  Baillie,  TD  chair- 


man and  chief  executive, 
said  yesterday  the- bank  was 
“exploring  the  potential"  for 
a limited  public  offering  of 
shares,  likely  to  be  less  than 
20  per  cent  of  the  equity.  The 
brokerage  includes  Water- 
house  Investor  Services,  the 
third  largest  discount  broker 
In  the  US,  and  Green  I line, 
Canada's  largest. 

Analysts  have  estimated 
the  value  of  TD’s  discount 
brokerage  business  at  C$7bn 
(US$4-6bn),  based  on  a multi- 
ple of  50  times  historical 
earnings.  Schwab,  which  is 


TD's  main  rival  and  follows 
a similar  business  model, 
has  been  trading  at  multi- 
ples of  up  to  75*  times  earn- 
ings. 

Canada's  other  hank*  are 
expected  to  look  for  similar 
expansion  opportunities  in 
the  wake  of  Ottawa's  rejec- 
tion of  the  mergers. 

Foot  of  the  country's  five 
largest  banks  had  proposed 
two  separate  mergers,  argu- 
ing that  they  needed  greater 
size  to  expand  In  the  US  and 
resist  foreign  competition  at . 
home.  But  the  federal  gov- 


ernment .said  the  proposals 
would  have  created  exces- 
sive concentration  in  the 
domestic  banking-  industry: 

Duncan  Gibson,  TD  vice- 
chairman,  wealth  manage- 
ment services,  said  yester- 
day it  was  likely  the  pro- 
posed share  offering  would 
be  on  US  and  Canadian 
exchanges.  The  bank  has 
informally  discussed  the  pro- 
posal with  US  underwriters 
blit  has  not  entered  into  any 
formal  arrangement,  he  said. 

Mr  Gibson  said  a share 
offering  would  enhance  flexi- 


acqidsi- 
tidns.  parffcolaBy  in  the  US. 
?SlnCe:  piS&bjasahg  .Water-' 
house  for  In  1996.  TD 

has  bought  other  dis- 
count brokers4|  thefUS,  UK 
and  Australia,  z „ f 
; Hugh  Bwsm.Jtenkfeg  ana- 
lyst at  Ndsbitt  •‘Burns,  said 
the.  proposal  was  "sound. 

, “The  -valuations  being  put 
cm  this  particular  business 
. at  this  particular  time  are 
- vary  attractive,"  . he  said. 
"You  crystallise  value  at  an 

opportune  time  .and  you  cre- 
ate anacqiSsitidh  curfency.* ' 


* .Tp: 

formfed  if  GttKAdiairfr 

'banks',  •laigEiy  'S§  ‘the 
strength  of  the  valuations 
given  to  its  rflsccnHit  taoker- 

JLTf- 

bient  £aidBitjwa€.  Bkafrithg 
rest  of  tmvbafik’5  opefttlohs. 
were  undgrvahKd.  'ani  that 
spinning-  ,oH  the  discount 
arm  could  also  boost  the 
market  value  of  TD's  other 
businesses.  ' . -. j-  - 

TD  shares  rose  50  cents  to 
CS60  in  early  trading  y ester- 


Tenneco  sale  to 
help  reduce  debt 


By  HMd  Tall  to  Chicago 

Tenneco,  the  US  automotive 
and  packaging  group,  yester- 
day announced  it  was  selling 
its  container-board  business 
for  ta.2bn.  It  described  the 

move  as  “enabling"  — allow- 
ing it  to  pay  down  debt  and 
proceed  with  acquisitions  or 
other  deals  to  enhance  the 
remaining  business  units. 

The  business  is  being  sold 
to  Madison  Dearborn  Part- 
ners. a Chicago-based  invest- 
ment group.  Tenneco  is  to 
retain  a 45  per  cent  equity 
interest  in  the  operation, 
which  It  said  was  valued  at 
about  5200m.  Dana  Mead, 
Tenneco's  chairman, 
suggested  that  the  business 
might  ultimately  be  floated 
through  an  initial  public 
offering. 

He  said  proceeds  from  the 
sale  would  help  reduce  debt 
The  consequently  stronger 
balance  sheet  would  free  the 
group  to  pursue  its  aims  for 
its  automotive  and  specialty 
packaging  businesses.  “I’ve 
said  we  are  looking  for 
acquisitions  which  extend 
our  product  lines,"  he  said. 

Tenneco  first  mooted  split- 
ting its  packaging  and  auto- 
motive operations,  or  divest- 
ing main  operations,  in  1998. 
The  container-board  unit 
bad  revenues  of  about  51.51m 
last  year,  and  a 6 per  cent 
domestic  market  share.  It 
win  be  renamed  Packaging 
Corp  of  America  and  be 


headed,  by  Paul  Stecfco,  who 
will  step  down  as  Tenneco's 
president 

More  recently,  Tenneco 
has  been  mentioned  as  a 
potentially  interested 
acquirer  of  Lucas  Varity,  the 
UK  components  manufac- 
turer which  has  received  bid 
overtures  from  Federal- 
Mogul  and  another  unidenti- 
fied company,  widely 
thought  to  be  TRW,  another 
US  manufacturing  group. 
However,  Mr  Mead  said:  "It 
really  doesn't  have  any 
direct  impact  on  us  - but  it 
will  change  the  competitive 
environment,  depending  on 
who  lashes  up  with  whom." 

News  of  the  sale  came  as 
Tenneco  reported  fourth- 
quarter  losses  of  SGOm  after- 
tax, against  $30m  profits  last 
time,  after  a 546m  account- 
ing-related - charge.  The 
result  came  after  a SiOOxn 
pre-tax  charge  for  restructur- 
ing operations,  one-third  of 
which  is  going  to  the  auto- 
motive operations.  Tenneco 
said  this  should  result  in 
overall  savings  of  at  least 
5135m  a year.  Ahead  of 
charges,  it  said  that  quar- 
terly earnings  per  share 
were  2 cents,  against  44 
cents,  on  sales  of  $L9bn. 

The  company  had  warned 
that  it  would  not  achieve 
expectations,  but  Wall  Street 
had  anticipated  underlying 
earnings  of  B cents. 

Tenneco  shares  slipped  % 
to  533’Al  . .- 


Raytheon 
rise  meets 
forecasts 


By  Christopher  Parkas 
in  Los  Angeles 

Raytheon  met  market 
expectations  with  a 51  per 
cent  increase  In  net  Income 
to  5869m  in  the  fourth  quar- 
ter of  1996,  and  -ended  the 
year  with  its  debt  burden 
down  12  per  cent  at  $8.6bn. 

The  aerospace  and  engi- 
neering group,  which 
recently  started  a fresh 
round  of  job  cuts  and 
restructured  its  civil  engi- 
neering arm,  said  earnings 
per  diluted  share  for  the 
quarter,  of  51.08,  were 
achieved  on  record  revenues 
of  S5JbzL  Excluding  special 
charges  in  the  same  period 
of  1997,  sales  and  operating 
profits  surged  36  pec  cent 
and  73  per  cent  respectively. 

Daniel  Burnham,  chief 
executive,  said  plans  to 
Increase  US  defence  spend- 
ing were  expected  to  benefit 
the  company,  which  is 
strong  In  areas  targeted  by 
the  Pentagon,  such  as 
defence  missiles. 

Sales  in  defence  and  com- 
mercial electronics  rose  46 
per  cent,  while  operating 
income  more  than  doubled 
to  5658m.  Engineering  and 
construction  revenues  were 
flat  at  5657m.  though  operat- 
ing profits  fell  24  per  cent  to 
522m.  Income  from  aircraft 
dropped  9 per  cent  to  ffum, 
but  sales  increased  22  per 
cent  -»  - 


PwC  maintains  growth 


By  Jim  Kelly, 

Accountancy  Correspondent 

PwC,  the  professional 
services  firm  created  last 
year,  yesterday  issued  the 
merged  business's  first 
results,  showing  annualised 
34  per  cent  growth  in  man- 
agement-consulting reve- 
nues in  its  first  six  months. 

The  results  indicate  that 
PwC's  strong  combined 
results  for  1997-8  - total  rev- . 
enues  up  almost  20  per  cent 
at  $15.3bn  - are  being 
broadly  sustained  after  the 
merger.  Management  con- 
sulting last  year  grew  at  41 
per  cent  to  53.91m. 

“During  consolidation  the 
big  get  bigger.  Three  years 
ago  I would  have  skid 
growth  rates  like  this  were 
impossible,  ” said  Scott . 
Harts,  global  head  of  man- 
agement consulting.  PwC 
was  formed  by  a merger  on 
July  1 last  year. 

The  so-called  Big  Five 
firms  do  hot  usually  disclose 
profitability,  but  Mr.  Hartz 
said  profit  margins,  which 
were  “double  digit”,  were 
holding  up.  Profit  per  part- 
ner, the  key  indicator,  was 
increasing  as  each  partner 
became  responsible  for 
larger  "pyramids”  of  staff. 

At  present  PwC's  manage- 
ment-consultancy practice 
has  1,200  partners  and  26,000 
staff  but  Mr  Hartz  said  that 
about  logo  new  staff  were 
being  hired  every  week. 

In  1997-8  the  highest 
growth  levels  were  in  Ger- 
many, at  55  per  emit,  and 
France,  at  45  qjer  cent,  he  : 


Scott  Hartz  34  per  cant  growth  in  management  consultancy 


said,  and  that  trend  had  con- 
tinued. "It's  the  push  for  glo- 
balisation - there  is  a bit  of 
catching  up  to  do,  and 
there’s  the  euro,'*  he 
said. 

The  US  saw  38  per  cent 
growth  after  the  merger,  and 
the  UK  30  per  cent. 

Mr  Hartz  said  the  growth 
of  PwC's  management  con- 
sultancy showed  that  offer- 
ing the  service  from  within  a 
professional  firm  was  more 
efficient  than  splitting  off 
the  bustoeaL, 

tfcJHe 7 confirmed  thataPwCT 


intended  to  keep  the  practice 
within  the  firm.  Andersen 
Consulting;  its  biggest  rival, 
is  separate  from  Arthur 
Andersen.  The  two  sister 
firms  are  locked  in  an  acri- 
monious demerger- 
“We  have  learnt  from  the 
mistakes  of  a key  competi- 
tor,” -said  Mr  Hartz.  Systems 
were  being  developed  to 
ensure  management-consul- 
tancy partners  were  properly 
rewarded:  "Just  because  it's 
a partnership  does  not  mean 
all  -partners  get  the  same 


> irtwpatfonat^udnfep;  MspNheb.  cwnputergraip. 

yesterday  declared  aiyfo-fof-one  stock  MM?.?”"00 

! <Sn£r  shar^WMbn,'  aAdlBfJI  shams  to 

aarty-New  Y«k  trading.  A split  had  bow  wcteiy 
anticipated  since  IBM’s  shares- rose  76  per  cent  m 1SSB 
before  hitt%a 52-week  high  of  $199*  iwt.wsk.  IBM 

then  reported  lower^^  sales  growth  m its 

fourth  quarter,  and  the  shares  dropped  $1714  test  Fnday. 

. IBM.  expects  the  record  date  for  the  spW  to  be.  May  10, 
vriftr  distributfo-^or  about  May  26.  AP-CJ,  Yoric 


machine^ 


Case  sees  sales  dowhbirn 

Case,  ttietlS  manufacturer  of  obnsbuctidit  and  farm 
equipment,  yesterday  forecast  an  8-10  per  cent  decline  in 
. worldwide  sales  of  agricultural  equipment  in  1999  and  a 
-•>£-5  pef  cenftiecTme  in  construction  equipment  sales. 
'-''iMVhlrib-'that'llw  outlook  for  ite  mari<etB  was  “decidedly 
. mixed”. 

The  comments  came  as  the  group  tumbled  Into  tne  red 
.Hthe  flhal.three ‘months  of 1998,  with  a net  toss  of 
$196ni,  compared  with  last  time's  $121m.  profit,  on  sales 
dawri  flora  $1.75bn  to  Sl.Sbn.  Part  of  that  was  due  to  a 
V $96rti  dharjjeto  cover  the  toes  of  about  2,600  jobs  and  the 
cipsura  af  tyro  plants:  Case  said  it  expected  a Aether 

- Charge  In  T899  of  about  $30rtH$40m  for  about  800  radun- 
’ dancies.  The  fourth-quarter  result  translated  Into  tosses 

per-share  df$1.37.  Although  higher  them  the  consensus 
forecast  of  about  ^1 .27.  Case  said  the  result  reflected 
mxxsunting  factors  and  the  underlying  result  was  in  line 
--  Case  shares  edsed  &A  to  $20fl 

’ :m.eai^  tradihg. 

. ' Jdarv^erre  Rosso,  chairman,  said  the  economic  trou- 
j more  likely  to  affect  Case's  construo 
: ^'ori  equipment  than  Its -agricultural  equipment  division, 
particularly  tf  "local  Interest  rates  remained  at  current  levels. 

- But  fid  said  .the  company  had  ho  interitxxrof  delaying 
;Jpyfetment  plans  In  the  region.  Natf  Taft,-dhfcsqro  . 


m 


Texaco  tumbles  to  $21 3 m loss 

Texaco,  the fourth  largest  US  oB  company,  ye^ferd^ 
posted  A fourth-quarter  net'  toss  .of  $21 3m,  or  43  cents  a 
share,  after  net  special  charges  .of.SSOSnx  This  compares 
with  net  income  of  $623m,  or  $1.12,.  for  the  fourth  quarter 
of  1997; after  net  special  benefits  of  $1 51m.  Operating  - 
earnings  of  $92m.  or  15  cents  a share,  were  down  from 
$472m,  or  85;  cents;!  in,  the  year-ego  period.but  were  in 
Rnawrai  analysts' expectations^- • . . 

For  1998/income  before  special  items  declined  50  per 
cerit  to  $894m,  or  $1.59  a share,  down  from  $i.89bn,  or 
$3.45,  for  1997.  However,  net  special  charges  of  $31 6m  to 
cover  the  drop  to  the  value  of  oilfields  and  oil  product 
inventories  reduced  1998  net  toco  me  to$578m,  or  99 
cents  - a sham  reduction -from  T907- net  Income  of  . 
$2.67bn»  Ofc$4.87,  after  net  speda(/ljeOBas.af.$Z70|n.  . 
Reuters Nch^York  .- • ■*$->: 47  ~f  ■ ?^y 
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Drug 
groups 
results 
on  target 

By  Tracy  Corrigan  in  Hew  Yorit 


Four  more  US  pharma- 
ceuticals and  healthcare 
companies  yesterday 
reported  fourth-quarter  earn- 
ings in  line  with  analysts' 
estimates. 

Merck's  net  earnings  of 
51.4bn  were  up  13  per  cent, 
while  Johnson  & Johnson 
reported  earnings  of  |6S3m  - 
up  10  per  cent  before  special 
charges. 

Viren  Mehta,  analyst  at 
Mehta  JPartnera,  said  J&J 
had  exceeded  top-line  growth 
expectations,  with  sales  up 
13.1  per  cent  to  563bn. 

Ralph  Larsen.  J&J  chair- 
man and  chief  executive, 
said  -he  was  pleased  with 
"double-digit  earnings 
growth  and  improved  operat- 
ing margins  despite  a year  of 
severe  economic  turmoil  and 
protracted  negative  currency 
impacts".  There  was  a $610m 
charge  for  reconfiguring  its 
manufacturing  network  and 
for  research  and  develop- 
ment costs  associated  with 
its  acquisition  of  DuPuy. 

Schering-Plough  reported 
net  income  of  5419m  up  from 
5343m  i fuelled  by  strong 
drugs  sales  growth.  Ameri- 
can Home  Products  beat 
estimates  by  i cent,  with 
earnings  per  share  of  44 
cents  before  an  after-tax 
charge.  But  the  company 
reported  a 1 per  cent  fall  In 
sales  tn  5&2bn.  Pharmaceutic 
cals  sales  fell  6 per  cent  due 
to  divestments,  drug  with- 
drawals and  competition 
from  generic  drugs,  AHP 
said.  Consumer  healthcare 
sales  rose  10-  per  cent  and 
agricultural  product' sales 
rose  13  per  cent.  ' 


Coca- 


By  ibcftacd  Waters  in  Mew  York 

Douglas  Ivester,  chairman  of 
Coca-Cola,  yesterday 
declared  the  US  soft-drink 
maker's  global  business  to 
be  stronger  than  ever  -. 
despite  news  that  Its  reve- 
nues and  earnings  had  fallen 
last  year  for  the  first  time  in 
memory. 

Coca-Cola’s  long  global 
expansion,  which  had 
enabled  it  to  deliver  an 
unbroken  string  of  improved 
earnings,  came  to  an  end  as 
revenues  slipped  by  555m  to 
518-Sbn  In  1998.  After-tax 
profits  for  the  year  fell  14  per 
cent  to  53£3hq,  with  earr- 
ings per  share  slipping  13 
per  cent  to  5L42. 

The  news  bad  been  expec- 
ted. The  company  warned  In 
December  that-  the  turmoil 
in  emerging  markets  would 
leave  it  with  sharply  lower 


profits  for  the.  final.  Qiarter 
of  1998,  capping  a difficult 
year.  : - 

Revenues,  in  the  fourth 
quarter  fell  5 per  cent  to  just 
under  $4.5bn,  while1  net 
income  fell  .to  5597m  and 
earnings  per  share  fell  to  24 
cento  - both  27  pei  cent 
declines. . • ' 

Mr  Ivester,  completing  his 
first,  fuH  yea?:  as  chairman, 
called  1998  *a  challenging 
period”,  ks  -economic  slow- 
downs iq  a number:  of  over- 
seas markets,  had  ~had~  a 
“short-term  impact*-  slewing 
volume  growth  and  affecting 
our  eandngs" 

. . ffo  . though,  that 

the  . long-term  growth  picture 
for  .Coca-Cola  had  not 
rhflTigwri  bCH,  and  that  H\p 
company's  business 
“remains  very  healthy 
throughout  the  world".  Each 
of  the  company's  operating 


groupk  had  maintained 
increased-  market  sfcuu 
while  big  investments  h 
left  the:  company’s  glot 
system  “far  more  capat 
and  stronger”. 

-®espite  Mr  Ivestei 
claims;  WaU  Street  mal 
talned  a v^utious  view.  Ca 
Cola’Sr  shares  fell  $iVi 
.56114  yesterday  morning, 
about  30 -per  cent  below  t 
record  they  hit  last  year. 

The  ; company's  case  vi 
tones  grew  by  ah  underlyi 
3 per  cent  In  the  final  qui 
ter  of  last  year,  after  taki 
. into  account  the  differs 
number  of  trading  days 
the  quarier,  and  6 per  ce 
for  the  year  as  a whole, 
16bn  cases.  In  the  four 
quarter.  North  Americ 
volume  growth  held  up  al 
per  cent,  while  Latin  Arne 
can  growth  was  3 per  ce 
and  Europe  2 per  cent 


Nortel  lifted  by  Bay  buy 


By  Scott  Montana  in  Toronto 


Nortel  Network's  fourth- 
quarter  results  beat  expecta- 
tions. with  analysts  saying 
they  indicated  the  Canadian 
communications  networking 
group  was  successfully 
integrating  the  recently 
acquired  Bay  Networks. 

Quarterly  revenues  in  its 
enterprise  networks  unit, 
which  included  most  of 
Bay's  data  networking  reve- 
nues, increased  by  63  per 
cent. 

John  Roth,  Nortel  chief 
executive,  declined  to  break 
down  results  from  Bay,  hut 
said  the  "bulk"  of  the 
increase  was  provided  by 
Bay,  the  US  data  networking 
group  acquired  last  year  for 
about  USSThtL 

“The  results  indicate  that 
integration  ’ is  proceeding 
better  than  we  expected,1" 


said  one  technology  analyst 
Thin  was  tho. first  full  quar- 
ter in  which  Bay_  results 
were  included  within  Nor- 
tel's figures. 

Analysts  had  been  keen  to 
see  whether  Bay  would 
produce  . strong  enough 
results  to  ofifeet  the  dpufion 
of  Nortel'S  earnings  forecast 
at  .'  the  - 'time  . of  the 
acquisition.  : 

They  were  bullish  about 
Nortel’s  growth  prospects  for 
1999.  once  Bay  had  overcoma 
the  disruption  of  being  inte- 
grated into  - the  Canadian 
company. 

A big  Challenge,  said  Mr 
Roth,  had  been,  to  establish 
new  sales  channels  for  its 
products  which  '-were 
previously  distributed  Tby 
Nortel  rivals  ^Lucent  and 
Alcatel.  He  forecast  that  1999 
revenues  would  grow  by 
more  than  20  per  cent. 


J the  industry  a\ 
of  about  15  per  cent 

Fourth-quarter  ean 
not  including  special  : 
rose  24  per  cent  to  USj 
or  72  cents  per  share. 

Analysts  had  exp 
earnings  of  70  cents, 
ever,  acquisition-re 
costs  of  .USS620m  left  1 
with  a fourth-quarte 
loss  of  USS341m,  or  51 
per  share.  The  costs 
maiiily  related  to  Uk 

acquisition. 

Revenues  for  the 
months  increased  20  pe 
to  US56Bbo. 

Nortel  shares  fell 
autumn  to  less  than 
when  the  company  to: 
slower  growth  in  third 
ter  revenues. 

Yesterday  they  wei 
C52.40  to  C$86£0  in  m 
trading,  following  a ( 
rise  on  Monday. 


Kitchens  revamp  hits  McDonald’s 


BymddTaft' 


The  costs  of  revamping  Its 
kitchens  affected  the  fourth 
quarter  and  full-year  profits- 
at  McDonaid’s.  the  fast-food 
chain. 

But  the  underlying  earn- 
ings increase  of.'aWit  10  per 
cent  In  the  final  quarter  and 
a similar  figure  .for  the  fufi>. 
year  was  in  line  with  Wall 
Street  expectations..  Jack 


Greenberg,  chairman,  said 
yesterday  the  company . 
would  continue,  growing 
operations  in  all  markets  - 
although  he  conceded  that 
some  overseas  countries 
remained  difficult. 

The  group  would  add 
about  1.750  outlets  in  1999  - 
slightly  mere  than  this  i£68 
in  1998  ~ and  'primarily  out- 
side the  US; 

In  the  fourth  . quarter. 


McDonald’s’  after-tax  profit 
slipped  from  $410.9to  to . 
• $348L5m,  but  that  came-,  after 
a 5146m  pre-tax  charge,  for 
the  - food  ' preparation 
changes.  Earnings  per  share 
were  tip  10  percent,  from  68 
cents  to  64  cents,  with':  her 
income  reaching  $447,  " Revt 
nues  were  9 per  cent  higher 
at  $3 .22 bn.  Pull-year  earn-' 
fogs  were  52.52  ($239). 

At  the  operating  profit 


level,  the  strongest 
.tome  in  Europe  iu 
cent  in  the  final  qu 
the  US  there  was  a i 
per  cent  increase  in 
quarter.  Latin  Ame 
a 17  per  cent  inc 
operating  profit  In 
three  months.  Asi 
posted  an  u p 
improvement.  Tbs 
surged  54  to  $7974 
news.' 
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BANKS  DECISION  PUTS  PHILIPPINE  INSTITUTION  IN  RED  BUT  ANALYSTS  PRAISE  IT  FOR  'BITING  THE  BULLET’ 


PNB  unveils  heavy  provisions  to  tackle  bad  loans 

**  . _ nnnlvst  cm t.  However.  PNH 


By  Tony  Tassafl  In  Manila 

Philippine  National  Bank, 
one  of  the  country’s  largest, 
has  started  the  long-awaited 
clean-up  of  its  troubled  bal- 
ance sheet,  reporting  heavy 
provisions  yesterday  for  non- 
performing  loans. 

The  government-controlled 
bank,  considered  one  of  the 
largest  problems  in  the  Phil- 
ippine banking  system,  made 
provisions  of  I0.3bn  pesos 
($265m)  in  its  1998  results. 


The  decision  saw  the  bank 
dive  Into  the  red  in  1998  with 
a net  loss  of  Sbn  pesos,  but 
analysts  said  it  indicated 
PNB  was  at  Last  ’hiting  the 
bullet”  and  cleaning  up  its 
balance  sheet  ahead  of  the 
planned  sale  of  govern- 
ment’s 45.6  per  cent  stake 
over  the  next  18  months. 

At  the  operating  level,  net 
income  was  l.ibn  pesos 
before  taxes. 

Ismagl  PUi,  analyst  with 
Indosuez  WI  Carr,  said  the 


higher-than-expected  loan 
provisions  were  “hearten- 
ing’*, as  they  signalled  PNB 
had  at  last  recognised  the 
extent  of  its  problems 
instead  of  window-dressing 
its  accounts.  He  added  that 
PNB’s  balance  sheet 
remained  a source  of  con- 
cern. 

While  the  Philippine  bank- 
ing system  is  in  better  finan- 
cial shape  than  most  of  its 
regional  peers  in  the  wake  of 
the  Asian  economic  crisis, 


PNB  has  been  a troubled 
exception. 

Its  non-performing  loan 
ratio  in  November  was 
14  per  cent,  higher  than  the 
average  for  the  industry’s  53 
commercial  banks  of  11.97 
per  cent  Bank  officials  have 
since  indicated  that  the  non- 
performing  ratio  has  risen  to 
about  16  per  cent 

Mr  PUi  said,  however,  that 
the  ratio  did  not  take 
account  of  foreclosed  loans 
or  loans  under  restructuring. 


If  these  were  added,  the  NPL 
ratio  would  rise  to  29  to  30 
per  cent 

The  nan-performing  loans 
represent  a legacy  of  poor 
lending  by  PNB,  which  has 
often  been  seen  as  a conduit 
of  cronyism.  The  bank's 
problems  are  such  that  the 
International  - Monetary 
Fund  singled  out  the  bank’s 
reform  as  a condition  for  the 
government's  borrowing  pro- 
gramme. Under  the  IMF 
agreement  the  government 


stake  in  PNB  has  to  be  sold 
by  July  next  year. 

Benjamin  Palma  Gin.  pres- 
ident of  PNB,  said  yesterday 
that  the  bank  would  also 
raise  lObn  pesos  in  tier-one 
capital  before  the  end  of  the 
second  quarter  “to  put  the 
company  on  a more  competi- 
tive footing’'. 

Analysts  said  PNB  would 
need  to  raise  capital  quickly 
to  meet  the  minimum  capital 
adequacy  requirements  of 
the  central  bank. 


Nick  Cashmore. 
with  ABN  Amro,  said 
on  the  assumption  the 
bank's  non-performing  loans 
had  risen  to  16  per  cent  simp 
November,  PNB  w'***™* 
a capital-adequacy  ratio  of 
about  &2  per  cent  at  the  end 
of  19SS  compared  »dth  a reg- 
ulatory minimum  of  IQ  per 

CCfle  said  that  if  the  bank 
raised  lObn  P***  in  tier-one 
capital,  its  adequacy  ratio 
would  rise'  to  about  13  per 


Bargains  fail  to  fire  in 
battle  against  recession 

Japanese  retailers  are  trying  to  lure  customers  with  price 
cuts  but  it  is  a risky  strategy,  writes  Alexandra  Hamey 


On  the  first  floor  of  a 
department  store  in 
central  Tokyo,  a man 
in  a red  and  black  striped 
jacket  is  shouting  and  bold- 
ing up  black  leather  purses. 
“Authentic  Italian  handbags 
at  big  discounts  - get  them 
now  before  they  disappear!” 
A crowd,  mainly  older 
housewives  in  thick  winter 
coats,  picks  through  the  rap- 
idly shrinking  pile  with  keen 
determination. 

Welcome  to  the  retail 
battleground  of  Japan’s  lon- 
gest post-war  recession.  As 
rising  unemployment  and 
falling  incomes  have  kept 
consumers  at  home,  retailers 
have  been  cutting  prices  by 
5 to  20  per  cent  and  award- 
ing customers  discount  cou- 
pons in  an  effort  to  lure 
them  back. 

Some  have  been  scram- 
bling to  revive  stagnating 
cash  flows  by  closing  unprof- 
itable stores  and  selling  the 
property  to  the  highest 
bidder. 

Last  December.  Tokyu 
Department  Store,  a member 
of  the  Tokyu  industrial 
group,  announced  it  would 
shut  its  flagship  store  In 
Nihonbashi,  not  far  from 
Tokyo  railway  station.  Simi- 
larly painful  moves  by  Mit- 
sukoshi.  the  second-largest 


department  store,  under- 
score the  depth  of  the  crisis 
in  Japan’s  retail  sector. 

For  consumers,  the  reces- 
sion looks  like  a good  bar- 
gain. At  the  Tokyu  store, 
two  middle-aged  women 
pause  doubtfully  in  front  of 
a mountain  of  handbags 
from  European  and  Japanese 
designers.  When  asked  if 
they  were  shopping  often, 
both  covered  their  mouths  in 
embarrassment.  “God.  no.  I 
don't  have  any  money!”  one 
exclaimed. 

The  danger  for  the  Japa- 
nese economy  is  that  the 
price  cutting  could  push  the 
country  deeper  into 
recession. 

Lower  prices  have  not 
been  matched  by  increased 
sales  volumes,  and  have 
brought  some  retailers  closer 
to  bankruptcy. 

At  Daiei,  the  country’s 
leading  supermarket,  sales 
fell  during  Its  three  price- 
cuts  campaigns  in  Novem- 
ber. December  and  January, 
according  to  a report  by 
Salomon  Smith  Barney. 
Although  turnover  jumped 
60  per  cent  during  one  cam- 
paign at  Ito  Yokado,  the 
supermarket  chain,  results 
at  successive  sales  were  con- 
siderably less  impressive. 

“The  problem  is  that 


people  bought  six  months  of 
underwear  and  they  are  not 
going  to  buy  it  again  for  four 
or  five  months,”  says  Mike 
Allen,  retail  analyst  at  ING 
Barings.  He  believes  the 
sales  threaten  to  choke 
retailers’  cash  Bow  if  the  dis- 
counting continues. 

Retailers  are  already  in  a 
difficult  position.  Sales  at 
department  stores  and  super- 
markets have  fallen  steadily 
every  month  for  nearly  two 
years  on  a year-on-year 
basis. 

The  Japan  Chain  Stores 
Association  reported 
this  week  that  sales  at 
supermarkets  fell  0.2  per 
cent  against  the  previous 
year,  the  first  yearly  drop 
since  records  began  in  1976. 
Sales  fell  2.2  per  cent  in 
December  alone,  it  said. 

Department  store  sales 
were  also  down  5J>  per  cent 
year-on-year  last  month, 
according  to  an  industry 
group. 

The  prolonged  downturn 
has  devastated  retailers’  bal- 
ance sheets.  Daiei,  which 
posted  losses  of  Y983m 
(JS.6m)  in  the  first  six 
months  of  1998.  had  liabili- 
ties of  Y2,600bn  in  February 
1998  - equivalent  to  20  times 
equity,  according  to  Byron 


Bagging  a bargain:  shoppers  at  the  Tokyu  Department  Store  in  Nihonbashi,  which  is  closing  Reuters 


Gill  of  Salomon  Smith  Bar- 
ney. Last  week's  resignation 
of  Isao  Nakauchi,  Daiei  pres- 
ident who  had  run  the  com- 
pany for  40  years.  Is  evi- 
dence of  the  pressure  banks 
are  putting  on  retailers  to 
clean  up  their  balance 
sheets,  analysts  say. 

While  most  indicators  sug- 
gest that  prices  are.  still 
fairly  stable,  economists  say 


the  worst  may  be  .yet  to 
come.  The  combination,  of 
the  strengthening  of  the  yen 
since  last  October  and  dis- 
mal corporate  earnings  Is 
putting  additional  downward 
pressure  on  prices. 

"While  a range  of  things 
are  supporting  prices  right 
now,  there  are  risks  on  the 
downade,  - and  maybe 
towards  March  there  could 


be  increased  pressure  [on 
prices]  as  finan nM  institu- 
tions move  to  shore  them- 
selves up.”  says  James  Mal- 
colm. economist  at 
J.P.  Morgan  in  Tokyo. 

With  consumers  coanting 
their  yen  and  waiting  for  the 
next  bargain  sale,  a recovery 
in  the  Japanese  economy 
this  year  seems  Increasingly 
unlikely. 


Piltel  suspends 
debt  payments 


ByTooyTassefl 

The  outlook  for  Pilipino 
Telephone  appeared  bleak 
yesterday  after  the  country’s 
second  largest  cellular  tele- 
communications operator 
revealed  it  had  suspended' 
payments  on  its  34bn  pesos 
($877m)  of  debt 

Piltel.  58  per  cent-owned 
by  Philippine  Long  Distance 
Telephone,  said  that  it  had 
suspended  payments  on 
its  debt  burden  on 
January  6 and  was  seeking  a 
financial  restructuring  to 
stay  afloat 

The  move  is  likely  to 
cause  embarrassment  at 
First  Pacific,  the  Hong  Kong 
conglomerate  that  recently 
took  a controlling  stake  in 
pi  JIT  Although  PLOT  has 
not  guaranteed  any  of  Mi- 
tel's debt  analysts  said  the 
country’s  dominant  fixed 
line  provider  was  coining 
under  pressure  to  provide 
some  support  to  its  subsid- 
iary. 

Michael  Lonergan.  Piltel 
chief  Financial  officer  who 
joined  the  company  after 
First  Pacific  acquired  the 
PLOT  stake,  said  the  HK 
conglomerate  had  been  sur- 
prised by  the  extent  of  the 
problems.  He  admitted  that 
it  had  not  carried  out  due 
diligence  on  Piltel  as  the 
PLOT  acquisition  had  been 
hostile. 

He  said  that  Piltel  was  not 
yet  technically  in  default  on 
its  debts  but  soon  would  be. 


■■  Effectively,  payment*  on ;'11 
debt  are  now  suspended."  he 
said. 

Mr  Lonergan  said  the  JJhn 
pesos  in  debt  was  split 
roughly  equally  between 
bank  loans,  convertible 
bonds  and  a debt  to  Maru- 
beni. the  Japanese  conglom- 
erate. Piltel  would  not  be 
able  to  make  a payment  to 
Marubeni  due  on  Thursday. 
The  next  payment  on  the 
convertible  bonds  is  due  in 
July. 

Piltel  began  discussions 
with  creditors  last  week  and 
hopes  to  show  First  Pacific  a 
business  revival  plan  before 
the  Hong  Kong  group  nukes 
a decision  on  any  further 
investment  in  the  company. 

Neel  Sinha.  nee-president 
at  SG  Securities,  said 
creditors  would  have  little 
choice  but  to  accept  sonif 
form  of  debt  restruciuring 

• It  will  be  very  hard  for 
creditors  to  walk  away, 
given  the  depressed  market 
for  second  hand  transmis- 
sion assets.”  he  wild. 

John  Not'  ltavallo.  chief 
economist  with  the  Bankers 
Association  of  the  Philip- 
pines. said  PilM's  suspen- 
sion of  debt  repayments 
would  have  little  impact  on 
the  country’s  hanking  sys- 
tem. 

He  said  the  bank-loan  pro- 
portion of  the  34lin  pesos  in 
debt  would  account  for  at 
most  n.T  per  cent  of  out- 
standing loans  m the  bank- 
ing system. 
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REPORT  FOB  THE  QUARTER  ENDED  31  DECEMBER  1998 

• Company  resumes  payment  of  dividends 

• Return  on  equity  of  20% 

• Gold  production  increases  1 .5%  to  6 670kg 

• Grades  from  both  underground  and  surface 
operations  maintained 

• Deepening  of  Doomkop  main  shaft 

commenced  in  October  1 998 

Quarter  ended  Half  year  Id 


Ore  miBad  - metric  tons  (000) 
Yield  - grams  per  metric  ton 
Gold  production  - kilograms 
Ore  trifled  - short  tore  (000) 
Yield  - ounces  per  ton 
Gold  production  - ounces 
Cash  costs  of  production 

- per  metric  ton  rratod 

- per  kflogram  produced 
-USS  per  ounce 


Profit  tram  gold  (000) 
Profit  before  tax  (000) 
Profit  after  tax  (000) 


31.1298 

30J0838 

31.1238 

2314 

2 301 

4 615 

2L8B 

2.86 

2.87 

6 670 

6 570 

13  240 

2561 

2536 

5087 

0.084 

0.083 

0.084 

214  446 

11  230 

425  675 

R139£8 

FTI  38.37 

R137.97 

R48  419 

R47  782 

R48  093 

$260 

$239 

$249 

Rm 

Rm 

Rm 

33.7 

63.3 

97.0 

40.1 

77.0 

117.1 

309 

49.5 

80.4 

COMMENTS 
Gold  production 

Gold  production  for  the  quarter  increased  by  100kg.  Revenue  from 
gold  decreased  from  R391.5  minion  to  R372.4  million  due  to  a 
strengthening  of  the  rand  which  was  manjnatty  offset  by  an  increase  in 
US  dollar  gold  prices;  this  resulted  In  unit  gold  prices  declining  to 
R5-1  697/kg  from  RS8  014/kg. 

Cash  costs 

Cash  costs  increased  slightly  from  R47  762/kg  to  R46  419/kg  due  to 
higher  tonnages  being  mined  from  underground  sources  at  sfightfy 
lower  grades. 

Profit  from  gold 

Despite  the  reduction  in  pre-tax  profit  from  gold,  the  profit  level  for  the 
quarter  provides  an  armuaUsed  return  on  equity  of  20%. 

Doomkop  South  Reef 

726  metres  of  development  was  completed  during  the  quarter.  The 
maki  shaft  deepening,  commenced  In  October  1998.  is  on  schedule. 
Dividend 

The  consistent  profits  and  positive  cash  (tows  now  being  generated 
have  resulted  in  the  resumption  of  the  payment  of  dividends. 

Outlook 

Gold  production  is  expected  to  continue  at  current  teveis.  The  excellent 
underground  and  high  opencast  grades  should  be  sustained.  The 
Business  Process  Re-engineering  programme  designed  to  increase 
productivity  has  now  been  implemented  throughout  the  mina. Together 
with  the  cost  reductions,  this  should  have  the  effect  of  reducing  costs 
in  the  quarter  to  June  1999. 

Johannesburg  2B  January  1999 
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REPORT  FOR  THE  QUARTER  ENDED  31  DECEMBER  1998 


• Profit  from  gold  increases 

• Gold  production  increases  for  third 
consecutive  quarter 

• Cash  costs  of  production  reduced  by  4.2% 

• South  Deep  project  development  on  schedule 


Quarter  ended  Half  year  to 


Ore  milled  - metric  tons  (000) 
Yield  - grams  per  metric  ton 
Gold  production  - kilograms 
Ore  milled  - short  tons  (000) 
Yield  - ounces  per  ton 
Gold  production  - ounces 
Cash  costs  of  production 

- per  metric  ton  milled 

- per  kilogram  produced 

- USS  per  ounce 

Profit  from  gold  (000) 

Profit  before  tax  (000) 

Profit  after  tax  (000) 


31.12J8 

300096 

31.1296 

378 

370 

748 

g-9Q 

8.16 

023 

3134 

3 019 

6153 

417 

408 

825 

0242 

0.236 

0J240 

100  761 

97  063 

197  824 

R367.71 

R377.78 

R372.89 

R44  350 

R46299 

R45  307 

$239 

$232 

$235 

Rm 

Rm 

Rm 

181.1 

7792 

360.3 

171.6 

1604 

338.0 

702 

732 

143.4 

COMMENTS 

The  steady  improvement  achieved  by  the  mine  during  the  previous 
three  quarters  was  maintained. 

Gold  production 

A 3-8%  growth  m gold  production.  Increased  hedging  profits  and  a 
rise  in  US  dollar  gold  prices,  offset  by  a strengthening  of  the  rand 
resulted  in  revenue  from  gold  increasing  by  R0.6  miffion. 

Cash  costs 

Increased  tonnages  at  slightly  higher  grades  and  a reduction  in  costs 
from  R 139-8  million  to  R 139.0  million  reduced  cash  costs  from. 
R46  299/kg  to  R44  350/kg 
South  Deep  shaft  sinking 

Vbry  good  progress  on  the  sinking  of  the  mam  and  ventilation  shafts 
was  mantained  throughout  the  quarter. 

Joint  Venture 

the  company  has  signed  a Memorandum  of  Understanding  with 
Placer  Dome  Inc.  which  will  result  In  Placer  acquiring,  for . a 
consideration  of  USS235  mi  (Bon  in  cash  and  a gold  royalty,  a 50% 
interest  In  a Joint  Venture  which  wifi  own,  operate  and  then  develop  the 
company's  mining  assets. 

Bamato  Exploration  Limited 

The  Prestea  mine  was  closed  and  the  mein  focus  is  now  on  developing 
Prestea's  surface  potential.  Exploration  boreholes  for  further  resource 
definition  should  be  completed  by  August  1999. 

Outlook 

The  excellent  results  achieved  should  be  sustained.  Underground 
grades  are  excellent  and  values  are  improving  monthly.  Once  the 
transaction  with  Placer  has  been  Rn&sed,  it  is  the  Intention  to  pay  a 
special  dividend  and  resume  the  payment  of  regular  Addends. 

Johannesburg  26  January  1099 
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Moody’s  drops  Mazda 
to  junk  bond  status 


By  Alexandra  Harney  hi  Tokyo 


Japan’s  battered  auto 
industry  was  dealt  another 
blow  yesterday  when 
Moody’s,  the  US  credit  rat- 
ing agency,  lowered  its  rat- 
ing on  Mazda’s  long-term 
debt  to  junk  bond  status. 

The  rating  change  from 
Baa3  to  Bal  marks  the  first 
downgrade  of  a Japanese 
carmaker  to  speculative  sta- 
tus. Moody’s  is  also  review- 
ing Mazda  rivals  Nissan  and 
Mitsubishi  Motors,  both 
rated  Baa3.  Last  year  it 
downgraded  Toyota  from 
Aaato  Aal. 

Moody’s  said  the  move 
was  prompted  by  concerns 
about  Mazda's  high  gearing 
and  problems  at  its  dealer- 
ship network  amid  a deter- 
iorating domestic  car  market 
and  financial  system.  Mazda 
was  unlikely  to  be  able  to 
reduce  the  considerable 
debts  at  its  dealerships  with 
higher  sales,  it  said. 


The  car  . group  is  33.4  per 
cent  owned  by  Ford  Motor  of 
the  US.  However,  this  rela- 
tionship offered  Mazda  no 
protection  from  interest  rate 
increases  and  the  turmoil  in 
the  financial  system  because 
the  US  carmaker  would  not 
take  responsibility  for  Maz- 
da’s debt  burden,  Moody's 
said. 

The  rating  includes 
Mazda’s  euro  bonds,  Japa- 
nese bonds  and  shelf  regis- 
tration worth  $2.8bn,  said 
Taka  hi  ro  Morita,  senior 
vice-president  of  corporate 
finance  at  Moody's  in  Tokyo. 

-Analysts  said  the  down- 
grade was  unnecessarily 
harsh,  given  the  progress 
Mazda  has  made  in  recent 
years  in  reducing  its 
interest-bearing  liabilities 
and  lowering  costs. 

Mazda  was  particularly 
sensitive  to  currency  rate 
fluctuations  because  of  its 
heavy  dependence  on  the  US 
market,  they  said. 


Mazda  recorded  the  small- 
est sales  decline  of  any  Japa- 
nese carmaker  last  year  and 
expanded  its  market  share 
despite  the  largest  collapse 
in  car  sales  since  industry- 
records  began. 

It  expects  to  post  its  first 
consolidated  profits  in  five 
years  in  the  year  ending  in 
March. 

Mazda’s  net  debt  to  equity 
ratio  Is  down  from  a high  of 
203  per  cent  in  1994  to  about 
178  per  cent  this  year, 
according  to  HSBC  Securi- 
ties and  company  reports. 
Analysts  said  that  it  was 
unlikely  to  have  trouble 
meeting  its  interest  obliga- 
tions because  of  its  improv- 
ing cashflow. 

The  shares  climbed  1.5  per 
cent  to  Y462  alter  the  down- 
grade was  announced. 

James  Miller.  Mazda  presi- 
dent, said  last  week  that  a 
downgrade  by  Moody's 
would  not  affect  its  restruct- 
uring plans. 


Cost  cuts 
help  Petron 
into  black 

Petron.  the  Philippines' 
largest  oil  group,  returned  to 
the  black  for  1998  with  net 
income  of  3.7bn  pesos 
(S96m).  compared  with  a loss 
of  631m  pesos  the  previous 
year,  writes  Tony  Tassell. 

The  performance  was  at 
the  top  end  of  market  expec- 
tations, and  analysts  said 
the  tumround  reflected  the 
benefits  of  cost  cuts,  the  sta- 
bilisation of  the  peso  and  fall 
in  crude-oil  prices. 

Sales  revenue,  however, 
slipped  from  61bn  pesos  to 
59bn  pesos.  This  reflected  a 
6.4  per  cent  fall  in  sales  vol- 
ume, from  6l.4m  barrels  to 
57.5m  barrels. 

Gasoline  and  LPG  sales 
continued  to  grow,  but 
demand  fell  from  crisis-hit 
industrial  customers,  nota- 
bly airlines. 

The  group  also  announced 
capital  expenditure  worth 
2.1bn  pesos  in  1999  and 
declared  a dividend  of  20 
centavos  per  share. 


Japan  ‘premium’  falls 
despite  rating  gloom 


By  Giffian  Tettand 
Julie  Hess  in  Tokyo 

The  Japan  premium,  or  the 
extra  price  that  Japanese 
banks  need  to  pay  to  raise 
money  in  international  mar- 
kets compared  with  US 
rivals,  fell  yesterday  even 
though  several  banks  were 
downgraded  by  Moody’s,  the 
rating  agency. 

The  decline  left  the  pre- 
mium running  at  around  20 
to  50  basis  points,  less  than 
half  its  level  last  autumn, 
traders  said  yesterday. 

The  swing  hints  at  rising 
confidence  in  the  banking 
sector  fiieDed  by  new  signs 
of  government  reform. 

In  particular,  some  inves- 
tors and  consumers  have 
been  encouraged  by  hints 
that  the  banks  are  starting 
to  tackle  their  long-running 
problems  through  mergers, 
bad  loan  write-ofTs  and 
equity  issues. 

The  Financial  Supervisory 
Agency,  Japan's  banking 
watchdog,  yesterday  indl- 
cated  that  it  would  impose 
tougher  bad  loan  reserve 
requirements  this  spring. 


Banks  will  be  forced  to 
make  reserves  worth  70  per 
cent  for  risky  “class  three” 
loans  to  borrowers  that  have 
defaulted.  They  will  also 
need  to  make  15  per  cent 
reserves  for  "class  two” 
loans,  which  include  borrow- 
ers yet  to  default  but  in 
financial  trouble. 

The  banks  have  reserve 
ratios  of  only  52  per  cent  and 
1.6  per  cent  for  these  loans 
respectively,  so  tightening 
the  requirements  will  force 
banks  to  raise  even  more 
capital. 

However,  the  Nikkei  news- 
paper yesterday  reported 
that  the  hanks  would  issue 
an  extra  Y2,000bn  ($i7^bn) 
worth  of  additional  equity 
fids  year.  The  banks  are  also 
expected  to  apply  for  at  least 
Yg.OOObn  worth  of  public 
funds  to  boost  their  capital 

b3ses. 

Some  analysts  fear  these 
reforms  may  do  little  to  help 
boost  the  banks'  profits. 
Moody's  yesterday  down- 
graded the  credit  ratings  of 
Bank  of  Tokyq-Mitsubishi. 
Sanwa  Bank.  Sumitomo 
Bank  and  Toyo  Trust,  due  to 


the  deterioration  of  the  asset 
quality,  poor  profitability 
and  erosion  of  the  banks’ 
economic  capital. 

The  downgrading  is  part  of 
a series  of  credit  reviews  in 
the  banking  sector  by 
Moody's.  Mitsubishi  Trust. 
Dai-Ichi  Kangyo  Bank  and 
the  Industrial  Bank  of  Japan 
have  been  downgraded  this 
year.  Mitsui  Trust.  Tokai 
Bank  and  Asa  hi  Bank  are 
under  review. 

Moody’s  warned  that 
despite  the  progress  made  by 
the  banks  to  clean  their  bal- 
ance  sheets  of  non-perfonn- 
mg  loans,  the  increasing 
number  of  borrowers  with 
financial  troubles  creates 
new  problem  loans. 

The  Stock  market  seemed 
unaffected  by  the  news.  BTM 
pined  Yie  to  Y 1.370.  Sumi- 
tomo was  up  Y17  to  y 1413 
Toyo  Trust  rose  Y2  to  Y333 
while  Sanwa  Bank  lost  Y7  to 

SSL  ?'  XJ55-  The  bank 
sector  has  been  a strong  per- 
former in  past  weeks,  with 
investors  enthusiastic  about 
the  announcements  of  mere 

era  and  tie-ups  in  the  jndwL 
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TECHNOLOGY  GERMAN  SOFTWARE  GROUP  STRIVES  T0_ OVERCOME  JAPANESE  DISAPPOINTMENT 

SAP  shares  rise  on  hopes  of  Asian  growth 


!9 


By  Uta  Harmschfeger 
h Frankfurt 


Shares  In  SAP,  the  German 
software  group  that  is  a bell- 
wether for  Europe’s  technol- 
ogy sector,  yesterday  rose  5.7 
per  cent  after  it  said  it  hoped 
it  could  grow  in  Asia  this 
year. 

The  development  «»n>  as 
a relief  after  the  company 
shocked  the  market  earlier 
this  month  with  bad  news 
from  Japan.  SAP  is  the 
world’s  largest  provider  of 

IPO  is 
launched 
for  Air 
France 

By  David  Owen  In  Paris 

The  French  government 
yesterday  launched  the  par- 
tial privatisation  of  Air 
France,  indicating  that  more 
than  17  per  cent  of  the 
national  carrier’s  capital 
would  be  floated  in  coming 
weeks. 

Pre-placement  begins 
today  and  is  set  to  last  until 
about  February  9.  The  gov- 
ernment. which  stands  to 
raise  some  FFHbn  (€609m, 
5716m)  from  the  long- 
awaited  sale,  said  the  price 
range  for  institutional  inves- 
tors could  be  between  €13 
and  €142. 

All  told,  a series  of 
operations  could  cut  the 
French  state's  stake  in  the 
airline  to  53  per  cent  in  due 
course. 

Last  night’s  announce- 
ment came  as  it  emerged 
that  the  planned  stock  mar- 
ket flotation  of  a 20  per  .cent 
stake  in  the  company  to  be 
formed  by  the  merger  of 
Aerospatiale,  the  state-con- 
trolled French  aerospace 
group,  and  the  defence  inter- 
ests of  Lagarddre  is  now 
unlikely  to  be  completed 
before  May. 

This  assessment  came 
from  an  individual  involved 
in  top-level  talks  between 
Lacantere.  the  private-sector 
defence-to-publishing  com- 
pany, and  the  French  gov- 
ernment aimed  at  finalising 
an  agreement 
Hie  individual  involved  in 
the  Lagardere  talks  also 
indicated,  however,  that 
another  important  detail  of 
the  planned  sale  had  been 
resolved:  the  initial  public 
offering  will  include  the 
shares  in  the  new  group  held 
by  Consortium  de  Realisa- 
tion, the  state-backed  vehicle 
set  up  to  sell  assets  removed 
from  Credit  Lyonnais's  bal- 
ance-sheet CDR  has  a 17  per 
cent  stake  in  Aerospatiale. 

In  what  would  be  an  inno- 
vative move,  he  said  the 
final  price  paid  to  CDR 
would  be  adjusted  to  reflect 
the  performance  of  the 
shares,  positive  or  negative, 
in  the  early  months  of 
trading. 

A sale  of  CDR’s  holding 
would  keep  to  a minlrrurm 
the  number  of  shares  the 
state  would  contribute  to  the 
flotation,  while  correspond- 
ingly reducing  the  proceeds 
the  state  would  derive  from 
it. 

According  to  estimates 
within  the  companies,  which 
emerged  last  month,  the 
combined  value  of  the  new 
group  would  be  about 
FFr45bn,  which  would  put  a 
value  of  some  FFr9bn  on  the 
stake  to  be  floated. 

Under  a plan  unveiled  in 
July  1998,  Lagardfcre  is  to 
own  between  30  and  33  per 
cent  of  the  combined  group, 
with  the  French  state's 
share  falling  below  a major- 
ity. 

One  executive  with  know- 
ledge of  the  current  talks 
indicated  yesterday  that 
they  were  progressing  satisr 
factorUy, 


business  management  soft- 
ware. 

The  company  said  its  four- 
year  sales  and  profit  figures 
were  almost  fully  in  line 
with  its  January  forecast. 
Group  sales  rose  by  41  per 
cent  from  DM6- 01  bn  in  1997 
to  DM8.47bn  <€423bn-  $5bn) 
in  1996  and  net  profit  rose  14 
per  cent  from  DM924m  in 
1997  to  DMl.G5bn  in  1998. 

SAP  had  earlier  forecast 
that,  due  to  a DM200m 
fourth-quarter  loss  in  Japan, 
four-year  profit  growth 


would  be  lowered  to  15  pa1 
cent  from  30  to  35  per  cent 
predicted  in  October  last 
year. 

Yesterday’s  report  sparked 
buying  particularly  among 
those  investors  who  had 
wanted  to  wait . and  see 
whether  SAP  had  more  bad 
news. 

Analysts  are  nevertheless 
worried  that  SAP’s  software 
sales  are  losing  momentum. 
The  quarterly  breakdown 
showed  that  SAP  only  sold  2 
per  cent  more  software 


licences  and  new  software 
releases  in  the  last  three 
months  compared  with  the 
fourth  quarter  of  1997.  They 
focus  on  this  because  prod- 
uct sales  are  SAP’s  “bread 
and  butter*'  business,  com- 
pared with  training  and  con- 
sulting, which  depends  on 
licensed  sales. 

The  group  said  that  it  was 
not  yet  experiencing  any 
negative  effects  from  slow- 
downs in  Europe  and  North 
America.  “On  the  contrary, 
we  are  seeing  the  opposite 


development  and  a lot  of 
investments  in  software. 

chips  and  personal  comput- 
ers.” said  Hasso  Plattner. 
chief  executive,  referring 
mostly  to  North  America, 
which  is  SAP’s  biggest  single 
market  outside  Germany. 

Mr  Plattner  noted  good 
recent  earnings  data  from 
Intel  and  Microsoft.  In  1998. 
SAP  sales  grew  28  per  cent 
in  the  Americas.  20  per  cent 
in  Europe  and  Africa  but 
declined  22  per  cent  in  the 
Asia  Pacific  region. 


Referring  to  the  recent 
slowdown  in  Japan,  where 
roughly  two-thirds  of  all 
orders  were 'cancelled  in  the 
fourth  quarter,  Mr  Plattner 
said  that  he  had  “never 
before  seen  such  a complete 
halt  of  investments.  Now  we 
have  to  wait  until  the  likes 
of  Mitsubishi  and  Toyota 
start  investing  in  software 
again  " 

In  January.  SAP  said  it 
was  hopeful  that  it  would 
get  the  cancelled  Japan 
orders  later. 


Foreign  earnings 
beckon  for  South 
African  IT  groups 

The  home  market  is  not  big  enough  for 
ambitious  companies,  writes  Victor  Mallet 


Comparax  . 

Stare  pricatnoft 


Dimension  Data 
Stare  pitta  (tani) 


Four  years  ago.  Com- 
pares, a South  African 
information  technology 
group,  was  wholly  depen- 
dent on  business  in  southern 
Africa. 

Now,  after  a string  of 
acquisitions,  it  has  a market 
capitalisation  of  R17bn 
t,$2.8bn},  makes  70  per  cent 
of  its  profits  in  Europe  and 
is  planning  secondary  stock 
exchange  listings  in  London 
and  possibly  Frankfurt 
Its  local  rivals  have  taken 
a similar  route  to  foreign 
earnings,  and  two  of  them  - 
Dimension  Data  and  Datatec 
- want  to  move  their  pri- 
mary listings  from  Johan- 
nesburg to  London  or  New 
York. 

Their  stories  are  typical  of 
what  is  happening  in  South 
Africa's  IT  sector.  As  else- 
where. the  country  has  seen 
very  rapid  growth  in  inter- 
net use,  IT  services  and  the 
number  of  IT  companies. 
“There  is  a frenzy  for 
value-added  services: 
systems  integration,  custom- 
ised software  and  electronic 
commerce.”  says  Stephanie 
Leclercq,  analyst  at  Stan- 
dard Equities  in  Johannes, 
burg. 

Within  weeks,  the  Johan- 
nesburg Stock  Exchange  is 
expected  to  create  a new  IT 
sector  to  cater  for  the  dozens 
of  computer  and  software 
companies  now  lumped 
together  with  various  manu- 
facturers under  “electronics 
and  electrical”. 


The  South  African  IT  mar- 
ket of  about  $5bn  a year  is 
nevertheless  tiny  by  world 
standards.  Several  of  the 
country’s  larger  IT  groups, 
including  Compares  - a 
name  adopted  from  the  Ger- 
man systems  group  it  took 
control  of  last  year  - have 
outgrown  their  home  base 
and  moved  into  Asia,  Europe 
and  North  America. 

“A  couple  of  South  African 
companies  have  decided  to 
move  out  of  South  Africa  in 
a relatively  aggressive  way,” 
says  Roux  Mamitz,  Com- 
pare* chairman.  He 
describes  electronic  com- 
merce and  data  security  as 
“a  major  thrust”  for  his  com- 
pany and  says  the  European 
Union  IT  market  is  a hun- 
dred times  larger  than  South 
Africa’s. 

Ms  Leclercq  says  that  as 
the  country’s  IT  groups 
reach  a certain  critical  mass, 
the  size  of  the  South  African 
market  begins  to  limit  their 
growth.  “The  foreign  listings 
are  useful  If  they  want 
to  raise  capital  for 


Datatec 
Stare  prt*  tranfi 
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their  expansion  offshore." 

South  Africa's  leading  IT 
stocks  appeal  to  interna- 
tional emerging  market 
funds  because  they  cany  an 
emerging  market  label  while 
providing  the  security  of 
hard  currency  earnings  from 
their  foreign  operations. 

But  company  directors 
want  to  attract  European 
and  US  technology  funds 
rather  than  emerging  mar- 
ket specialists  to  their 
shares. 


D! 


atatec,  which  makes 
most  of  its  money  over- 
seas, and  Didata,  whose 
foreign  operations  account 
for  nearly  30  per  cent  of 
earnings,  both  want  to  move 
their  primary  stock 
exchange  listings  to  London. 
Datatec,  advised  by  Merrill 
Lynch,  is  also  looking  at  the 
possibility  of  a Nasdaq  list- 
ing in  the  US. 

“Eighty  per  cent  of  our 


business  is  in  Europe  and 
North  America,”  says  Jens 
Montan  ana,  Datatec  execu- 
tive ffhfllrman  “Our  Origins 
are  here  but  we’re  not  really 
- In  terms  of  the  base  of  our 
business  - a South  African 
company.” 

Datatec  bought  Westcon.  a 
US  equipment  distributor, 
for  S170m  last  year.  In  the 
UK,  where  its  London  cus- 
tomers include  Deutsche 
Morgan  Grenfell  and 
JJP.  Morgan,  it  now  runs  an 
operation  with  1,000  staff 
and  £200tn  (5330m)  in  turn- 
over. 

However,  the  ambitions  of 
such  companies  to  move 
their  domiciles  abroad  may 
yet  be  thwarted  by  the  Soutb 
African  government.  The 
ruling  African  National  Con- 
gress has  approved  moves  to 
London  by 

the  Anglo  American  con- 
glomerate and  South  African 
Breweries  but  is  anxious  not 
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Datatec  buys  Bloomfield  and  Satelcom  (UK) 

Datatec,  the  fast-growing  South  African  information  technology  company,  yesterday 
announced  two  new  foreign  acquisitions  at  a cost  of  up  to  $2Q0m,  as  part  of  its  strategy  of 
expanding  its  international  systems  integration  business,  writes  Victor  Mallet.  In  the  US. 
Datatec  has  bought  Michigan-based  Bloomfield  Computer  Network  Solutions  for  $30m  plus 
further  amounts  up  to  $1 02m  depending  on  the  company’s  future  profits.  Datatec  said  the 
deal  provided  “an  important  beach-head  in  North  America".  In  the  UK,  Datatec  has  bought 
Satelcom  (UK),  its  fourth  British  systems  company,  for  a maximum  of  £41  m ($68m).  Again, 
the  final  price  depends  on  performance.  Both  businesses  will  be  integrated  into  Datatec’s 
international  Logical  brand. 
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to  see  a flood  of  white  capi- 
tal and  expertise  moving 
overseas. 

Another  issue  raised  by 
plans  to  list  in  London  is  the 
way  in  which  South  African. 
IT  companies  bave 
accounted  for  their  numer- 
ous acquisitions.  Present 
South  African  accounting 
rules,  due  to  be  reformed 
soon,  allow  goodwill  write- 
offs that  make  the  earnings 
of  South  African  companies 
look  better  than  when 
accounts  are  restated  for 
their  UK  or  US  primary  list- 
ings. 

“The  fact  that  they  could 
do  this  has  fuelled  this 
boom,"  says  one  Johannes- 
burg stock  analyst 

“People  say  it’s  easy 
money,  and  it’s  made  acqui- 
sitions look  attractive. 
Everybody’s  jumped  on  the 
bandwagon,  but  they  won’t 
be  able  to  repeat  this  for- 
mula elsewhere  and  the 
model  won’t  work  in  the 
future  because  of  the  change 
in  accounting.” 

Mr  Montan  ana  acknowl- 
edges that  restated  accounts 
would  show  lower  absolute 
earnings,  although  they 
would  not  necessarily 
change  tbe  steep  upward 
curve  of  profits  growth  over 
the  years.  The  effect  of 
restatement  he  says,  “is  not 
wild". 


Equant  to  raise  $2.8bn 
in  secondary  offering 

Equant,  operator  of  the  world's  most  extensive 
International  data  and  voice  network,  is  raising  about 
S2.8bn  through  the  largest  secondary  offering  in  the  sector 
so  far.  The  company,  formerly  Srta  Telecommunications 
Holdings,  raised  $810m  when  it  came  to  market  in  July 
1998.  it  now  intends  to  offer  35m  shares  representing  17.4 
per  cent  of  the  company's  share  capital.  Last  Friday,  the 
company  was  capitalised  at  $15.2bn. 

Equant  is  owned  by  the  Sita  Foundation  (59.6  per  cent), 
a group  of  Institutional  investors  led  by  Morgan  Stanley 
Capital  Partners  (25.5  per  cent)  and  public  shareholders 
(14.9  per  cent).  The  Sita  Foundation  and  certain  Morgan 
Stanley  funds  wHf  receive  all  the  net  proceeds  from  the 
offering. 

The  group  still  has  substantial  funds  retained  from  the 
IPO  and  a $400m  line  of  credit  The  selling  shareholders 
are  trying  to  take  advantage  of  demand  for  high-quality 
stock  In  a sector  that  Is  outperforming  the  market  by  more 
than  40  per  cent  The  offer  price  is  expected  to  be 
announced  around  mid-February.  Morgan  Stanley  Dean 
Witter  is  sole  bookrunner  and  global  co-ordinator.  Alan 
Carte 

LUXURY  GOODS 


LVMH  sales  drop  5 per  cent 

LVMH,  the  French  luxury  goods  group,  yesterday  reported 
a 5 par  cent  fall  in  1998  sales  to  €6.9bn,  which  it  blamed 
on  its  exposure  to  troubled  Asian  markets.  The  group, 
which  announced  this  week  it  had  become  the  largest 
shareholder  in  Gucci,  its  Italian  rival,  reported  a 34  per 
cent  fall  in  turnover  at  DFS,  the  duty-free  retailing  chain. 
However,  it  said  DFS  sales  had  picked  up  late  in  the  year, 
helped  by  the  rise  in  the  yen.  Analysts  noted  that  activity 
for  the  whole  group  had  improved  in  December,  possibly 
signalling  that  the  worst  of  the  Asian  crisis  might  be  over. 
LVMH  shares  rose  6 per  cent  early  yesterday,  before  dos- 
ing at  €207,  up  3.2  per  cent.  Samer  Iskandar,  Paris 


BANKING 

Argentaria  net  profit  rises 

Argentaria,  the  Spanish  bank  that  has  been  the  subject  of 
takeover  speculation  since  the  €27.3bn  (S31 .6bn)  merger 
of  rivals  Banco  Santander  and  8CH  earlier  this  month, 
yesterday  reported  a 16  per  cent  increase  in  1998  net 
profit  of  Pta73.3bn  (€441  m,  $5G9m).  Earnings  from  fee 
commissions  were  up  by  44  per  cent,  an  increase  that 
was  marginally  down  on  the  12-month  increase  of  fee 
earnings  in  the  third  quarter  last  year.  Net  interest  income 
rose  by  just  2.9  per  cent  to  Pta220.3bn  against  a 5.7  per 
cent  year-on-year  spurt  at  the  end  of  the  first  half,  and  3.8 
per  cent  at  the  end  of  the  third  quarter.  However,  return 
on  equity  increased  nearly  20  per  cent  over  five  12 
months,  to  13  per  cent  Tom  Bums,  Madrid 


CAR  MANUFACTURING 


Ford  cuts  Fiesta  production 

Ford  is  cutting  70,000  Fiesta  cars  and  vans  from  its  pro- 
duction schedules  in  Germany  and  the  UK,  blaming 
depressed  demand  in  several  key  European  markets. 
Cologne  will  make  nearly  30,000  fewer  Fiesta  cars  than 
scheduled  up  to  the  end  of  March.  John  Griffiths 


Deutsche  Bank  fights  back  over  performance 


By  Clay  Harris, 

Banktag  Correspondent 

After  suffering  several  years 
of  sniping  over  its  Invest- 
ment banking  performance, 
Deutsche  Bank  is  coming 
out  fighting. 

The  agreed  $l0.lbn  take- 
over of  Bankers  Trust  of  tbe 
US  wifl  fill  important  gaps  in 
the  German  bank’s  geo- 
graphical and  product  range, 
but  senior  executives  said 
this  week  in  London  that  the 


operation  bad  already  made 
great  strides. 

Edson  Mitch  elL  head  of 
global  markets,  the  fixed-in- 
come and  foreign-exchange 
business,  said:  “I  think  we’re 
going  to  end  up  the  most 
profitable  global  markets 
firm- In  1998.” 

He  and  colleagues  said 
this  was  an  early  benefit  of 
Deutsche’s  re-organisation 
last  year,  which  combined 
corporate  and  investment 
banking  into  a single  divi- 


sion represented  at  manage- 
ment board  level  by  Josef 
Ackermann. 

Deutsche,  which  bought 
Morgan  Grenfell  of  the  UK 
in  1989,  had  been  criticised 
for  Its  failure  to  make  in- 
roads in  the  US.  in  spite  of 
an  expensive  hiring  spree  in 
tbe  mid-1990s. 

Its  decision  last  year  to 
put  “Europe  first”  was  seen 
as  a retrenchment,  and  It 
then  suffered  the  loss  of  sev- 
eral top  executives  and  the 


high-technology  investment 
banking  team  led  by  Silicon 
Valley  superstar  Frank. 
Quattrone. 

But  Michael  Philipp, 
global  head  of  equities,  said 
it  was  now  dear  "we’re 
going  forward,  not  going 
back”.  His  business  would 
report  a big  tnmround  from 
the  break-even  result  in  1997, 
helped  by  the  equity  deriva- 
tives business  bought  from 
National  Westminster  Bank. 

This  will  now  be  reunited 


with  NalWest’s  former  cash 
equities  operation,  bought 
by  Bankers  Trust  at  the 
same  time. 

In  research.  Deutsche 
would  become  number  one 
in  the  UK  and  vault  into  the 
top  three  in  Europe.  In  the 
US,  thanks  to  Bankers 
Trust’s  Alex.  Brown 
subsidiary,  it  enters  the  top 
10. 

“One  of  the  real  areas  for 
opportunity  we  see  Is  for 
small  and  medium-sized 


companies  in  Europe,  where 
we  already  have  a strong 
presence  on  the  large  cap 
side."  Mr  Philipp  said. 

On  the  fixed-income  side. 
Mr  Mitchell  said:  Td  be  very 
disappointed  if  we're  not 
number  one  this  year  in 
overall  euro  league  tables. 
We  look  at  1999  and  tbe 
euro,  and  [see]  many  of  our 
competitors  wounded.  Mer- 
rill is  in  full-scale  retreat  in 
fixed  income.  Goldman  in 
disarray,  Lehman  reeling 


and  Salomon  a shadow  of 
itself.” 

Bankers  Trust  puts  Deut- 
sche in  a “very  strong  posi- 
tion" in  Europe's  fledgling 
high-yield  market,  Mr  Mitch- 
ell said.  “People  have  been 
talking  about  it  for  years; 
finally  it's  coming  to  frui- 
tion. There’s  no  reason  for  a 
[Donaldson,  Lufkin  and  Jen- 
rette],  a Merrill  Lynch  or  a 
Morgan  Stanley  to  dominate 
the  high-yield  market  in 
Europe.” 


Usinor  poised  to  reveal  revamp 


By  David  Owen  in  Paris 

Usinor,  the  French  steel 
maker,  is  expected  today  to 
announce  its  biggest 
restructuring  for  more  than 
a decade,  in  a move  designed 
to  offer  a better  service  to  its 
clients  and  take  account  of 
Us  increasingly  wide  geo- 
graphic scope. 

The  group,  chaired  by 
Francis  Mer.  has  embarked 
on  a string  of  international 
acquisitions  over  the  past 
two  years,  culminating  in  a 
deal,  agreed  fast  October,  to 
buy  a majority  stake  in 


Cockerill  Sambre,  tbe  Bel- 
gian state-owned  company, 
for  BFr26bn  (€644m,  $756m). 

The  deal  created  Europe's 
largest  maker  of  crude  steel, 
accounting  for  about  14  per 
cent  of  the  European 
market 

Usinor  wQl  also  be  hoping 
that  the  reorganisation  - 
expected  to  feature  the 
break-up  of  SoDac,  its  domi- 
nant fiat  carbon  steel  divi- 
sion, and  the  centralisation 
of  back-office  activities  - 
helps  lift  its  share  price. 

Yesterday,  the  shares  sig- 
nificantly outperformed  the 


benchmark  CAC  40  index, 
closing  nearly  2 per  cent 
higher  at  €10.22. 

Trade  unions  yesterday 
claimed  the  restructuring 
amounted  to  tbe  “BaTteanisa- 
tion"  of  Usinor.  and 
suggested  the  move  could 
lead  to  many  white-collar  job 


Usinor  is  in  the  process  of 
selling  a large  part  of  its  spe- 
ciality steels  division,  in  a 
move  intended  to  enable  tbe 
group  to  focus  on  its  flat  car- 
bon steel  and  stainless  activ- 
ities. 

First-half  net  attributable 


profit,  announced  last  year, 
more  than  doubled  to 
FFr2. 04bn  <€310m,  S365m). 
The  company  said  second- 
half  results  would  be  less 
favourable,  but  full-year  per- 
formance should  show  a 
clear  improvement  from 
1997. 

• Cockerill  Sambre  said 
Philippe  DelaunoiB.  its 
managing  director,  would 
stand  down  at  tbe  end  of 
March  or  in  early  April  after 
refusing  an  offer  of  a new 
position  within  the  Usinor 
group,  AFX  News  reports 
from  Brussels. 


CONTRACTS  & TENDERS 


INVITATION  FOR  BIDS 

Republic  of  Uzbekistan  Government  Computer  System 

234/1-65 

Subject  oT  the  Tender  . 

The  Caramuniauons  mini«>  imewk  » tee  c«nwKoec  to  supply,  teull,  tnunfef  die  system  for  ihe 

exchange  of  daw  with  different  levels  of  security  between  all  government  uimutnes  and  mstrtuUoos  on  tbe  wtoie 
KfnKVY  of  Uzbctasun.  Tty  esn mated  cost  of  tbe  system  - S BO  min. 

Hardware  ml  Software  ft*  inmnaied  infOTTOatiTO  I-rettm 

Scr^s  Pfcmcre  Satdliie  dishes 

Workstations  Communicatiotis  & oetworiang  cquipmed  and  cabling  Usenet  sorer 

Database  development  software,  office  software  and  integration 

Bids  on  be  submitted  fw  the  whole  sy?«n.  pattatty  tor  «me  items  « aas*  ton-  There  may  be  * ccaorima  of 

ififTereut  companies  founded  for  delivay  of  the  wtafc  subject  of  cuonao.  There  are  no  pnsilcgcs  fer  local  companies. 

13*. 

Upon  4* u>mi»  of  urine*  ^ W™** rf 

tnmsfcr  (with  note;  For  bidding  doannentaUOol  is  the  name  of  our  cwsritaa  - Mattenw  Edm 
Bencfu.iaiy:  Maiietiag  Education  Inc- 
Avcuum  245.Ott.lOJM.Ol 
SWIFT:  ASKBCH2L 

via  DHL  after  the  payment  is  received. 

...l.-iT.-d  in  ibe  sealed  envelopes  » *e  Director.  Marketing  Education  Inc-  Onlriad  3W19 
SS  -S  7.  .S>J77  « ,7  ,77,, 

<37121*9  0046  at  the  latest  b>  IMP  PM  on  91.M-1WV- 


Philips  cuts  back 
profit  forecast 


By  Jeremy  Gray 
In  Amsterdam 

Philips.  Europe's  largest 
electronics  group,  yesterday 
cut  its  profit  forecast  for 
1998  owing  to  FI  2b  n (€907m, 
$1.05bn)  in  charges  to  be 
taken  for  the  fourth 
quarter. 

The  Dutch  company, 
which  is  digesting  losses 
from  its  aborted  telephony 
joint  venture  with  Lucent 
Technologies  of  the  US.  said 
it  expected  to  report 
“marginally  lower”  net 
earnings  from  normal 
operations. 

In  1997,  Philips  posted  a 
record  net  profit  of  FI  3-29bn, 
and  had  been  planning  to  at 


least  match  that  showing  in 
1998.  The  company  said 
FI  500m  had  been  set  aside 
partly  for  restructuring  and 
adjustments  to  pension 
liabilities  and  for  bad  debts 
- mainly  in  Brazil. 

Philips  also  said  it  expec- 
ted to  make  a one-off  gain  of 
about  FI  l0.7bn  from  the  sale 
of  its  75  per  cent  stake  in 
PolyGram,  the  entertain- 
ment group,  to  Canada's  Sea- 
gram. The  profit  estimate 
excludes  these  proceeds. 

About  FI  1.5  bn  of  the  pre- 
tax charges  relate  to  items 
announced  last  October. 
Philips  said. 

Its  shares  yesterday  closed 
down  2 per  cent  in  Amster- 
dam at  €66,40. 


Schlumberger 


SCHLUMBERGER  1998  RESULTS 

New  York.  January  21  - Schlumberger  Limited  reported  operating  revenue  for  1998  of  SI  1.82 
billion,  on  increase  of  2*k  over  1997.  Before  the  third  quarter  charge,  net  income  and  diluted 
earnings  per  share  were  SI -39  billion  and  S2.49,  both  1 higher  than  laa  year. 

FOURTH  QUARTER  RESULTS 

Foarth  quarter  net  income  of  S278  million  and  diluted  earnings  per  share  of  SO  JO.  were  303-  lower 
than  in  the  fourth  quarter  of  1997.  Operating  revenue  of  S2.78  billion  was  121?  below  tbe  same 
period  Iasi  year.  * 

Oilfield  Services  revenue  declined  10%  as  the  rig  count  fell  30%.  Revenue  was  supported  by  the 
new  organizational  structure,  which  enhances  our  ability  (o  deliver  cost-effective,  customized 
solutions  using  lending-edge  technologies. 

Resource  Management  Services  revenue  fell  4%.  compared  with  the  fourth  quarter  of  1997.  on 
market  weakness  as  a consequence  of  industry  consolidation  and  privatization. 

Test  & Transactions  revenue  fell  371.  excluding  the  revenue  from  the  Retail  Petroleum  Systems 
business  sold  on  October  1,  mainly  as  a result  of  the  slowdown  in  tbe  semiconductor  market  and 
despite  high  smart  cards  and  terminals  sales. 

Chairman  and  Chief  Executive  Officer  Euan  Baird  commented;  “ The  weakening  in  E&P  spending 
provoked  by  the  flattening  of  demand  in  1998  will  continue  well  into  this  year.  We  expect  that 
falling  non-OPEC  supply  due  to  the  decreased  expenditure,  coupled  with  a recovery  in  the  Asian  oil 
demand,  will  produce  higher  oil  prices  and  oilfield  services  activity  in  early  2000." 

Financial  Summary  - Periods  ended  December  3 1 


(stored  in  thousands  except  per  share  amounts’ 

7kr/vc  months 

1998' 

1997  ■ 

Operating  Revenue 

$UJBI&553 

S 11343.431 

Net  Income ; 

$ 1.014J99 

S 1.384.549 

Baric  Earnings  Per  Share 

$ 1.87 

$237 

Diluted  Earnings  Per  Share  - 

SL8I 

S147 

Average  Shares  Outstanding 

544,338 

539,330 

Average  Shares  Outstanding  Assuming  Dilution 

561.855 

559.653 

Fourth  quarter 

Operating  Revenue 

$2,775500 

S 3.155.355 

Net  Income 

$277,846 

S 398,926 

Basic  Bantings  Per  Share 

$0.51 

$0.74 

Diluted  Earnings  Per  Share 

$050 

S0.7I 

Average  Eamittgs  Per  Share 

545,952 

541,922 

Average  Earnings  Per  Share  Assuming  Dilution 

558,008 

565.395 

1 Figures  restated  to  reflect  die  acquisition  of  Camcu  Internationa]  Inc. 

!Thr  1998  third  quarter  results  include  an  after  tax  charge  of  S380  millions. 
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MEDIA  DEPARTURE  OF  DAVID- MONTGOMERY  COULD  LEAD  TO  FORMAL  BID  FROM  TRINITY 


Institutions  force  Mirror  chief  to  resign 


By  John  Capper 

David  Montgomery  resigned 
as  chief  executive  of  Mirror 
Group,  the  newspaper  com- 
pany, yesterday  after  suc- 
cumbing to  pressure  from 
some  of  the  UK's  largest 
investment  institutions, 
which  were  dissatisfied  by 
the  company's  performance. 

The  departure  of  Mr  Mont- 
gomery, who  resigned  with  a 
likely  pay-off  totalling  £1.4m 
(£L3m)  after  a week  of  open 
divisions  within  the  Minor 


boardroom,  could  open  the 
way  for  the  group  to  be 
merged  or  taken  over  by  a 
rival  company. 

His  resignation  came  after 
sustained  pressure  from  Mir- 
ror’s non-executive  directors 
and  three  of  the  largest  UK 
investors,  and  could  herald 
other  attempts  to  force  out 
chief  executives  of  under- 
performing  public  compa- 
nies. 

Hermes  Investment  Man- 
agement, the  fund  manager 
owned  by  the  British  Tele- 


com pension  fund  and  one  of 
the  three  institutions  that 
took  a leading  role  in  forcing 
Mr  Montgomery  out,  said  it 
bad  built  up  stakes  In  seven 
other  companies  where  it 
believed  senior  management 
or  strategy  should  change. 

“Mirror  Group  was  among 
the  worst  performing  media 
shares.  We  wanted  to  do 
something  about  that,  and  it 
was  clear  that  the  chief  exec- 
utive had  to  go,"  said  Peter 
Butler,  chief  executive  of  its 
UK  FOcus  fund. 


Mr  Montgomery's  resigna- 
tion was  also  prompted  by 
Phillips  & Drew  Fund  Man- 
agement. 

Trinity,  the  regional  news- 
paper company,  could  now 
make  a formal  bid.  The  com- 
pany indicated  before  that  it 
believed  Mr  Montgomery 
was  an  obstacle  because  of 
his  wish  to  retain  some  exec- 
utive power  in  a merged 
group. 

Mirror  appointed  John  All- 
wood,' its  former  finance 
director  and  head  of  Mld: 


lands  and  Scottish  titles,  as 
: chief  executlve  and  insisted 
it  would  stay  Independent  if 
its  board  did  not  receive  an 
offer  that,  gave  shareholder 
value. ; J ' 

Mirror’s  board  last  week 
turned'  down  & 200p  per 
share  offer  from  Regional 
' Independent  Media,  backed 
by  Candover,  the  private 
equity  firm.  Hearst  Corpora- 
tion and  Compass  Partners 
could  also  been  drawn  into 
the  bidding. 

Sir  Victor  Blank.  Mirror’s 


non-executive  ■ chairman, 
said  it  had  “Mcome  clear 
there  was  a degree  of  share- 
holder discontent  with  the 
existing  leadership"  because 
of  the  undex-perfbnhan  ce  of 
Mirror  shares. 

Mr  Montgomery  that  said 
it  was  “an  opportune  time  to 
make  this  decision”  as  the 
group  now  seems  less  likely 
to  have  an  independent 
future.  He  slid  the  move 
could  lead  to  “further 
wiha  nwunfnt  of  shareholder 
value". 


Body  Shop  exits  from  manufacturing 


By  Afison  Smith 


Body  Shop  International 
plans  to  launch  a loyalty 
programme  in  the  UK  later 
this  year  as  part  of  a wide- 
ranging  restructuring 
announced  yesterday. 

Patrick  Gournay,  chief 
executive,  said  the  plan 
would  be  a way  of  creating 
closer  contact  with  consum- 
ers. The  company  has  car- 
ried out  pilot  schemes  in 
Sweden  and  Switzerland. 

The  restructuring  pro- 
gramme has  three  main  ele- 
ments, including  a move  out 
of  manufacturing,  which  will 

Anglo  to 
delay 
timing  of 
London 
listing 

By  GBian  O’Connor 

Anglo  American,  the  £4bn 
($6.6bn)  South  African  min- 
ing group  planning  to  move 
to  London,  yesterday  said  it 
did  not  expect  to  obtain  its 
London  stock  market  listing 
until  late  May.  a couple  of 
months  later  than  originally 
planned.  It  is  still  hoping  to 
be  admitted  to  the  FTSE  100 
index  by  the  end  of  June. 

The  company,  which  at 
present  has  its  primary  list- 
ing in  Johannesburg,  is  reor- 
ganising several  parts  of  its 
corporate  structure  before 
making  a formal  application 
for  a London  listing.  The 
most  important  deal  out- 
standing is  the  formal  take- 
over of  Minorco,  its  sister 
company,  for  which  it  is 
making  a $3.6bn  bid. 

The  company  said  yester- 
day that  the  original  time- 
table had  always  looked 
ambitious.  When  the  change 
of  domicile  was  announced 
on  October  15,  it  bad  hoped 
it  might  obtain  its  listing  in 
time  to  be  admitted  to  the 
FTSE  100  after  the  commit- 
tee's March  meeting. 

However,  it  was  obvious 
even  before  Christmas  this 
target  was  unrealistic.  And 
since  its  next  opportunity 
for  joining  was  not  until 
June,  directors  felt  it  was 
sensible  to  devote  the  addi- 
tional time  to  preparing  the 
listing  particulars. 

UK  fund  managers  are 
likely  to  have  some  reserva- 
tions about  Anglo  American. 
The  biggest  worries  are  the 
dominance  of  the  Oppen- 
helmer  family  and  that,  even 
after  the  corporate  restruct- 
uring, Anglo  will  still  have 
substantial  cross- holdings 
with  the  De  Beers  diamond 
mining  group.  Mining  com- 
panies and  emerging  mar- 
kets have  also  fallen  out  of 
favour. 

Some  index  tracking  funds 
will,  however,  have  to  buy 
Anglo  shares  because  they 
will  be  in  the  FTSE  100- 


see  the  company  outsourcing 
to  third  parties  on  a regional 
basis. 

This  will  involve  selling  its 
Littlehampton  manufactur- 
ing operations  in  the  UK. 
which  employ  more  than  550 
people.  The  company,  which 
talking  to  potential  partners, 
expects  to  Implement  a deal 
within  six  months. ■ 

The  company  will  also  “re- 
appraise" its  franchising 
operations,  working  more 
closely  with  some  fran- 
chisees and  buying  back  oth- 
ers. At  the  end  of  last  year. 
It  bought  Cosmo  Trading, 
the  private  company  which 


operates  its  head  franchise 
in  Germany. 

Body  Shop  itself  will  be  re- 
organised into  a smaller 
head  office  and  four  new 
regional  businesses  - Amer- 
ica. Europe,  the  UK  and  Asia 
- each  of  which  will  have 
responsibility  for  expansion 
plans  and  for  the  day-to-day 
management  of  the  business. 
This  process  should  be  com- 
pleted by  the  end  of  the  year. 

Mr  Gournay,  who  was 
brought  in  last  summer  as 
chief  executive  to  succeed 
Anita  Roddick,  the  compa- 
ny's founder,  said  the. 
changes  were  intended  to 


allow  the  company  to  turn 
ideas  into  products  more 
quickly  and  to  focus  more 
clearly  on  its  retail  business. 

The  restructuring  will 
mean  an  unspecified  number 
of  redundancies.  Ms  Rod- 
dick. executive  co-chairman, 
said  she  did  not  yet  know 
the  breakdown  of  the  redun- 
dancies. 

She  described  the  move  as 
“a  180-degree  shift"  away 
from  the  “manufacturing-ob- 
sessed" business  the  group 
had  become,  enabling  it  to 
return  to  its  roots  as  a Cast- 
moving  entrepreneur. 

When  the  restructuring  is 


completed  it  should  bring 
cost-savings  of  £8m  a year, 
but  for  the  current  financial 
year  the  re-organisation  will 
mean  £8m  in  exceptional 
costs  beyond  those 
announced  at  the  Interim 
results  in  October,  taking 
the  total  to  £23-5m.  In  the 
next  financial  year  there 
should  be  savings  of  £4m. 

The  loyalty  programme  is 
one  sign  of  the  renewed 
focus  cm  retailing. 

Last  week.  Body  Shop’s 
Christmas  trading  statement 
disappointed  the  market. 
Yesterday  the  shares  recov- 
ered 5V4p  to  dose  at  88Vip. 


Predator  seeks  out  downbeat  LIG 


Virginia  Marsh  and  Tracy  Corrigan 

consider  the  likely  identity  of  the  mystery 
bidder  and  possible  regulatory  implications 


Nick  Hodges,  London 
International  Group's 
chief  executive,  once 
said  his  greatest  fear  was 
that  the  company,  which 
makes  Durex  condoms  and 
Marigold  rubber  gloves, 
would  be  bid  far  before  he 
had  brought  out  Its  true 
potential. 

With  Monday's  announce- 
ment of  a preliminary,  unso- 
licited merger  approach,  that 
might  be  about  to  happen. 

The  potential  bidder  has 
caught  the  UK  group  at  a 
low  point 

A profits  warning  In 
December,  prompted  mainly 
by  a slump  in  sales  of  lower 
margin  medical  gloves,  hit 
LIG's  shares.  They  fell  30  per 
cent  In  a day,  reaching  their 
lowest  level  since  early  1996 
and  reversing  the  upward 
trend  initiated  by  Mr  Hodges 
after  he  became  chief  execu- 
tive In  1993.  He  was  drafted 
in  after  the  group  - then  a 
conglomerate  that  stretched 
to  cough  syrups  and  hair- 
brushes - ran  into  serious 
problems,  culminating  in 
losses  of  £l74m  in  1993-94. 

• Analysts  say  the  UK 
group,  which  Mr  Hodges  has 
focused  on  condoms  and 
gloves,  could  appeal  to  com- 
panies ranging  from  Procter 
& Gamble,  the  US  consumer 
goods  giant,  to  Okamoto 
Industries,  Japan's  leading 
condom  maker  but  a smaller 
company  than  LIG.  Shares 
in  LIG  rose  9p  to  172''ip  yes- 
terday, valuing  it  at  £600m. 

LIG's  attractions  lie  in  the 
strength  of  its  brands,  espe- 


cially Durex.  and  its  domi- 
nant positions  both  in  con- 
doms and  in  gloves,  where  it 
supplies  the  medical,  indus- 
trial and  household  markets. 
Last  year,  medical  gloves 
accounted  for  28  per  cent  of 
group  sales  of  £345m,  house- 
hold and  industrial  gloves 
for  16  per  cent  and  condoms 
for  39  per  cent 

LIG  is  number  one  In  the 
world  condom  market, 
which  is  worth  £700m  a year, 
with  a 21  per  cent  share.  It  is 
followed  by  Ansell,  the  rub- 
ber goods  arm  of  Pacific 
Dunlop  of  Australia,  which 
has  12  per  cent,  and  Carter- 
Wallace  of  the  US  and  Oka- . 
moto  which  both  have  7 per 
cent.  The  market,  which  con- 
sists almost  entirely  of 
branded  sales  - rather  than 
unbranded  condoms  distrib- 
uted mainly  in  the  develop- 
ing world  by  aid  agencies  - 
is  growing  at  2 to  3 per  cent 
a year.  But  although  annual 
growth  in  mature  markets 
such  as  the  UK  and  the  US  is 
less  than  2 per  cent,  sales 
are  rising  at  more  than  10 
per  cent  a year  in  some 
emerging  markets  such  as 
Asia  and  eastern  Europe. 

The  protective  glove  mar- 
ket is  more  fragmented  but 
is  growing  more  quickly. 
LIG  is  number  one  in  acute 
care  surgical  gloves  in  the 
US.  the  largest  healthcare 
market  in  the  world,  with  a 
30  per  cent  share,  but  is 
fourth  in  the  world  in  indus- 
trial gloves. 

Analysts  say  one  of  the 
strongest  contenders  for  LIG 
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-could  be  Safeskin,  the- lead- 
ing maker  of  latex  examina- 
tion gloves  in  the  US  mar- 
ket Its  shares  rose  to  $24 
by  mid-session  yesterday  on 
speculation  that  It  was 
behind  the  approach.  But 
some  analysts  said  the  west 
coast  company  indicated 
recently  that  it  was  not  pro- 
posing any  acquisitions. 

There  could  also  be  inter- 
est from  Kimberly  Clark,  the 
large  US  consumer  products 
group,  which  has  been  build- 
ing up  its  medical  products 
business,  for  example,  with 
its  acquisition  of  Ballard 
Medical,  a disposable  respi- 
ratory products  business. 

However.  Melissa  Wil- 
moth, at  Merrill  Lynch  in 
New  York,  noted  that  LIG's 
condoms  business  might  be 
more  attractive  to  a poten- 
tial acquirer,  since  the  com- 
pany has  been  losing  market 
share  in  surgical  globes. 
According  to  Viren  Mehta. 


analyst  at  Mehta  Partners  in 
New  York,  LIG's  condoms 
business  has  “a  better  brand 
and  better  margins.  The  sur- 
gical gloves  business  has 
proved  - to  be  easier  for 
emerging  market  companies 
to  penetrate".  This  could 
make  Carter-Wall  ace,  owner 
of  the  Trojan  brand,  the  US 
condom  market  leader,  a 
possible  bidder,  although 
many  analysts  rule  this  out 
on  competition  grounds. 
Together,  Carter-Wallace 
and  LIG  control  more  than 
two-thirds  of  the  US  market. 

; Ansell.  which  produces 
both  gloves  and  condoms, 
might  also  face  regulatory 
problems  for  the  same  rea- 
sons in  other  markets,  but 
observers  say  these  are  not 
insurmountable.  'Pacific 
Dunlop,  its  owner,  has  said 
ft  aims  to  expand  the  busi- 
ness globally  and  has  been 
freeing  financial  fire-power 
by  shedding  non-core  assets. 
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Eureko 
and  Royal 
contend 
for  GRE 


By  Andrew  Bolger 


The  battle  to  win  control  of 
Guardian  Royal  Exchange, 
the  UK  composite  insurer, 
appears  to  have  narrowed  to 
a race  between  Eureko,  an 
alliance  of  seven  European 
insurers,  and  Royal  & Sun 
Alliance,  GRE's  larger  UK 
competitor. 

The  board  of  GRE  will 
meet  to  decide  as  soon  as  the 
prospective  bidders  have  fin- 
alised their  offers.  This  may 
be  this  week,  but  the  process 
could  well  run  beyond  GRE's 
self-imposed  deadline  of  the 
end  of  January. 

Royal  & Sun,  the  UK's 
largest  general  insurer,  has 
discussed  offering  about  390p 
pm-  share,  valuing  the  GRE 
at  £3.4bn  ($5.6bn).  Royal  & 
Sun  was  seen  as  front-run- 
ner in  the  bidding  battle  for 
GRE,  given  its  scope  to  cut 
costs  by  shedding  thousands 
of  jobs  from  the  enlarged 
operation. 

However,  Eureko  has  now 
also  emerged  as  a serious 
contender,  after  entering  the 
auction  late.  It  will  make  a 
cash  offer  and  seems  willing 
to  match  or  top  a Royal  & 
Sun  offer,  which  would  be 
half  in  cash,  half  in  shares. 
This  could  push  the  final 
price  towards  400p  per  share. 

Axa,  the  French  insurer, 
has  not  withdrawn  from^the^ 
"race, "But-  was  earlier  un  wiil- 
mg  to  offer  more  than  360p.- 

Unlike  Royal  & Sun, 
Eureko  could  also  promise 
minimal  job  cuts  since  it  is 
keen  to  have  a significant 
operation  in  the  UK.  along- 
side Friends  Provident,  the 
UK  mutual  life  insurer  that 
was  a founder  of  the.  Euro- 
pean'alliance  in  1902. 

The  other  founding  mem- 
bers of  Eureko -are  Achmea. 
the  Dutch  insurer;  Topdan- 
mark,  the  Danish  financial 
services  groupr  and  Lfixtsfor- 
sfikringar  Group  of  Sweden. 
The  alliance  has  subse- 
quently been  joined  by  BCP/ 
Atlanta  co  of  Portugal;  Pari  on 
of  Germany,  and  Swiss  MoW- 
liar. 

The  main  obstacle  to 
Eureko  clinching  the  deal  is 
that  it  does  not  want  GRE’s 
North  American  general- 
insurance  businesses,  which 
account  for  about  18  percent 
of  the  group's  premium 
income.  Last  year  GRE  paid 
$l.L5bn  for  the  US  property 
and  casualty  business  of 
ING,  the  Netherlands-based 
financial  services  group. 

However,  analysts  are  con- 
fident Eureko  could  find 
buyers  for  ' the.  US 
operations,  which  make  GRE 
one  of  the  top  three  property 
and  casualty  insurers  in 
eight  states  in  the  Midwest 
and  north-east  Royal  & Sun 
was  among  the  companies 
that  GRE  outbid  for  the  ENG 
operations. 

Last  year  Eureko  was  out- 
bid for  Gan,  the  privatised 
French  Insurance  group. 
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Who  will  get  to  pick  up  the 
-Mirror  shards.  - following 
David  Montgomery’s  resigna- 
tion as  chief  executive?  Now 
is  the  time  for  Trinity  to 
show  the  colour,  of  its.  money, 
given  the  removal  of  the 
so-called  obstacle:  Mr  Mont- 
gomery. But  on  what  terms? 

The  starting,  point  for  the 
original  Trinity,  merger  dis- 
cussions appeared,  to  be  a 55/ 

45  division  of  spoils  in  the 
Mirror's  favour.  There  is 
nothing  like  a potential  rival 
cash  offer  from  Regional 
Independent  Media 
rebuffed  at  20Qp  a share  - to 
concentrate  the  mind.  ‘ • 

■By  how  much  should  Trinity  sweeten  its  terms?  A break-up 
valuation  of  the  group  - taking  in  the  Mirror's  national  and 
regional  newspapers  - would  produce  about  230p  a share. 
Mirror  might  argue  for  a price  of  250p.  or  more,  using  the 
sales  multiples  of  recent  deals  in  the  . regional  newspaper 
sector.  But  these  now  look  too  frothy,  given  the  turn  in  the 
cycle.  ... 

Of  course.  Trinity’s  paper  carries  with  it  the  promise  of 
savings  to -come  - variously  estimated  at  £10m-£2Z)m  a year 
pre-tax.  Then  there  are  the  Iras  tangible  benefits  of  better 
growth  prospects  in  a better  capitalised  combine,  with  less 
exposure  to  the  predatory  world  of  national  newspapers.  But 
sticking  with  the  original  split  would  yield  just  190p  per 
Mirror  share.  Even  throwing  in  the  extra  benefits  would  not 
match  a wish  bid  pitched  at  the  230p  level.  But  skewing  the 
terms  to  60/40  might  get  Trinity  back  in  the  frame. 

Corporate  governance 

What  conclusions  can  corporate  governance  junkies  draw 
from  the  Mirror  boardroom  row?  Broadly,  the  system  works. 
Shareholders  and  non-executives  got  what  they  wanted:  the 
resignation  of  the  nhirf  executive.  In  the  event,  it  was  not 
necessary  for  some  executive  directors  to  abstain  in  order  to 
give  the  non-executives  the  majority  they  do  not  naturally 
have.  This  would  have  been  unpalatable.  Executives  have  a 
duty  to  the  company.  Not  voting  on  such  an  important 
matter  would  have  looked  like  an  abdication  of  responsibil- 
ity- Should  the  non-executives  be  in  a majority?  It  would 
have  helped  hi  the  Mirror  situation.  Activist  shareholders 
with  an  eye  on  other  boardroom  rows  should  take  note.  But 
a wholesale  move  to  boards  dominated  by  non-executives 
could  be  a mittfaira.  After  all,  non-executives  need  the  advice 
of  executives  steeped  in  the  nuts  and  bolts  of  the  business. 


TRW  and  Lucas 
agreement  close 


By  Andrew  Edgediffe- Johnson 

Several  large  shareholders  in 
LucasVarity^  the  UK-based 
car  components  group,  indi- 
cated yesterday  that  they 
would  accept  a bid  from 
TRW  of  the  US  at  about  the 
mooted  price  of  290p  a share, 
or  £4.05bn  ($6.68bn). 

' TRW  and  LucasVarity  are 
understood  to  be  hoping,  to 
announce  ah  agreed  all-cash 
takeover  by  the  end  of  this 
week,  to  counter  a condi- 
tional 280p  per  share  pro- 
posal from  Federal-Mogul, 
the  US.  group  which  bought 
T&N  in  1997.  LucasVarity*s 
shares  jumped  42p  to  28$> 
yesterday.  .. 

Two  UK  institutional 
investors  said  an  all-cash 
offer  from  TRW  would  be 
more  attractive  than  Feder- 
al-Mogul's cash  and  paper 
proposal,  which  is  condi- 
tional on  the  brake  manufac- 
turer being  allowed  to  cany 


out  due  diligence  of  Lucas- 
Varity's  £l.2bn  pension  fund 
surplus. 

“A. cash  and  paper  offer 
would  have  to  exceed 
" (TOW’S]  cash  offer  by  a mar- 
gin of  about  10  per  cent," 
one  investor  added,  while 
another  commented  that  it 
would  be  more  difficult  to 
value  Federal-Mogul's  shares 
than  to  accept  an  all-cash 
bid. 

TRW,  would  not  comment, 
but  is  believed  to  be  in  the 
process  of  arranging  funding 
far  the  takeover,  which  will 
need  the  consent  of  its 
board. 

Analysts  said  yesterday 
that  TRW  could  choose  to 
offset  the  cost  of  the  deal  by 
selling  its  airbags  business, 
which  accounted  for  about 
S3.2bn  (E1.93bn)  of  its  $7bn 
automotive  sales  in  1997. 

It  might  also  split  the  auto- 
motive unit  from  its  space 
and  defence  businesses. 


Adwest  agrees  to 
Dura  takeover 


By  Andrew  Edgecfrffe-Johnson 


Dura  Automotive  Systems, 
the  US-based  handbrake  and 
automotive  cables  business, 
confirmed  yesterday  that  it 
has  agreed  a £124 Jim  (3296m) 
takeover  of  Adwest  the  UK 
gearshift  and  engine  thermo- 
stats group. 

The  all -cash  offer  is  priced 
at  I50p  a share,  more  than 
double  the  level  at  which 
they  stood  last  week.  Dura's 
bid  1s  the  latest  example  of 
consolidation  among  auto- 
motive industry  suppliers 


and  of  US  bargain-huntm 
among  out-of-favour  mnniip 
engineers. 

Dura  said  the  trend 
towards  consolidation  an 
globalisation  were  factor 
behind  the  purchase.  Ther 
is  little  overlap  betweei 
Dura,  which  has  a stint* 
market  position  in  gearshii 
cables,  and  Adwest.  whicl 
has  a better  mechanics 
capability  and  a 30  per  cen 
shares  of  the  European  mar 
ual  gearshift  market. 

Adwest ’s  shares  closed  u 
13’Ap  at  147>4p. 


EMPRESA  METROPOLITANA  DE  OBRAS  S ANITA  RI AS  SLA. 


Incorporation  of  Private  Sector 

N M Rothschild  & Sons  Limned.  BICE  CluleLon&ult  Asesorte-  Fmaocieras  S.A. 
and  ABN  AMRO  Bank  (the  “Adviser.”),  on  behalf  of  iheir  diem,  hereby 
inform  those  parties  potentially  interested  in  the  future  public  tntenuuonal 
tender  for  the  sale  of  a controlling  strategic  interest  in  EMOS  S.A.  i“£MOS"  or 
the  “Company"  i that  a Preliminary  In  Formal  km  Memorandum  providing  baste 
information  on  ibr  Company  and  the  iransaetum  is  available.  The  document  may 
be  obtained  either  by  fasrnp  a request  to  Fernando  AKcar  1N0:  502  6%  5825 1. 
vr  directly  from  (he  offices  of  N M Rothschild  it  Sons  Limited 
in  Santiago.  located  at  Tcatimr,  229.  5’  Pi  so.  Santiago.  Chile. 

EMOS  is  ibe  foqteM  aaicr  and  naMuwater  company  in  Chile,  operating  the 
water  and  wastewater  nmcosien-.  for  the  Metropolitan  Region  which 
includes  the  country's  capital  city.  Santiago.  The  Company  serves  a coMtimer 
base  of  some  1 ,100.000  and  a total  population  oi  approximately  five  million 
- - - — nauunwide  market  share  of  mure  than  35*e. 


inhabitants,  representing 


The  Adviser,  and  their  client  reserve  the  right,  at  their  sole 

discretion,  to  limit  the  distribution  of  fbc  Preliminary  Information, 
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CONTRACTS  & TENDERS 


\ Ajfenzia  Ramona  per  la  I^paraziane  del  Qiubileo&p-A. 

* Roman  Agency  far  the  Preparation  of  the  Jubilee  Co. 

) 

j Communique 

I The  Agency  has  been  commissioned  by  the 
9 Municipality  of  Rome  to  look  for  .sponsors  in 
jj  connection  with  the  finnmnng  of  some  of  the 
1 interventions  envisaged  by  the  project  for  the 
‘rehabilitation  and  valorization  of  the  Imperial 
(Forums,  rendering  them  more  enjoyable  for  the 
general  public.  In  particular,  sponsors  are  sought  for 
the  various  proposals  for  integrating  the  missing 
parts  of  monuments,  improving  the  nocturnal 
illumination,  organizing  Trajan's  Forum  into  a 
museum  and  preparing  various  exhibitions 
therefore,  setting  up  an  efficient  information  system 
for  the  occasion,  and  preparing  some  .300  special 
events  and  shows  that  are  to  make  np  the 
entertainment  programme  for  the  year  2000. 


Interested  parties  wishing  : resolve  outgo.  detailed 
Information  or  stdmrtt  specific  *ponsotfortk»  proposals 
sboutdeontect  . . V:  V'  r" ;. 

thaftwnw  Agency  for  tl»  Ptcp«atirin  of  Ltd-  v' 

Piazza  Adriana,  12  . * - . j * " -*•  -•*  „ * 

00193  Rome-  '•  1 V«\‘  ; ..  J'--  '.  .. 

Telephone;  (003906)  68167326  ':Vil  r f :.  Cl 
Telefax:  (003906)6864673  - ■"  . - -- 


Randfontein  Estates  limited 

Ifarraarfy  Thu  ftradlontiln  Estates  Qo«  lA-*igCanpa%  Witwatrearund.  LJmted) 
flneorponrad  In  the  FUprticaf  South  Attica) 
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COMPANY  DIVIDEND 


The  foSowinfl  interim  dMdopd  has  been  declared  In  respect  of  the  half  year  axled  31  Deewrtnr  1998. 
Dividend  number 
Cents  per  sham 
Laat  date  for  registration 


Curancy  conversion  date  (tar  peymsnte  from  London) 
Date  of  payment 


124 
20 

5 March  1999 

from  8 March  to  12  March  1999 
18  March  1999 
31  March  1999 

Thta  dMdend  is  payable  subject  to  Itia  eustomary  conditions  which  may  bo  inspected  at  or  obtewd  Iran  ih* 

compen/a  Johannesbisg  office  or  from  tha  London  Secnterta,  JCj  (London)  Urritad,  6 St  JamesbPlm 
London  SW1A 1NP, 

Hoidarerf  share  vrarrants  to  bearwtasutel^ftendSontefo  are  Wom^  that  paymara  of  the  aboredivtaaidwBi 

be  made  on  or  after  31  March  1999  upon  nmnder  erf  coupon.  No.  127  to  Bandaya  Bank  ptc,  a AmrirvJT 
Throgmorton  Street  London  EC2R  7HT.  Coupons  muat  bo  Rated  on  forma  obtainable  hum  Bareinn^L^?^ 
and  deposited  on  any  Weekday  (Saturday  excepted)  at  least  sewn  todays  before  paynwnTtereq^^ 

By  order  of  the  Board 

G W Pooh).  Company  Secretary 

Head  Office  and  Re^stond  Office:  • ■ 

28  Hanteon  Street 
Johannesburg  2001 

PO  Box  61719,  Marshaftown  2107  „ . 

. - - - « January  1999 
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EQUITIES 


EURO  PRICES 


i Weak  Real  tempers  investor  optimism 


CURRENCIES  & MONEY 


EURO  SPOT  FORWARD  AGAINST  THE  EURO 

Jra2B  Gkcfeg  Qanpi  BUAAr  tay'i  nM  Dm  hub  ions  swDi  frays* 

oM-peW  at  day  sprad  Hgb  low  RM  WA  Ms  KM  Ms  WA 


EUROPEANOVERVIEW 

By  Bertrand  Benoit 

European  equity  markets 
shed  early  gains  and  ended 
virtually  unchanged  as  a fur- 
ther decline  in  the  Brazilian 
Real  tempered  optimism  that 
the  crisis  could  be  contained. 

Markets  had  a robust  start 
following  a good  overnight 
performance  on  Wall  Street 
and  several  assurances  from 

FTSEBrioctOO 

tadex 


Chinese  officials  that  the 
renminbi  would  not  be 
devalued. 

Adding  to  the  rosier  pic- 
ture, a research  note  by 
JJ*.  Morgan  stated  that  the 
global  impact  of  the  Brazil- 
ian crisis  ‘'should  be  consid- 
erably smaller  than  was  the 
hit  from  emerging  Asia". 

In  another  note.  Ram 
Bhagavatula  of  NatWest 
Global  Financial  Markets 
played  down  the  impact  of 


the  crisis  on  global  growth. 

“A  Brazilian  recession  was 
already  factored  in . . . the 
risk,  if  anything,  Is  that 
global  forecasts  will  be 
revised  up,“  he  commented. 

But  the  Real’s  plunge  from 
1.83  to  the  dollar,  to  1.97 
within  minutes  of  the  open- 
ing cast  a shadow  over 
Brazil's  short-term  pros- 
pects. 

After  Fitch  IBCA’s  deci- 
sion yesterday  to  downgrade 


the  country's  credit  rating, 
some  dealers  now  expect  the 
restructuring  of  Brazil's 
domestic  debt  to  be  unavoid- 
able. 

"We  are  not  out  of  the 
woods,”  said  Peter  Sullivan, 
European  equity  strategist' 
at  Goldman  Sachs.  “Brazil  is 
bad  news  at  a time  when  the 
dollar  is  already  struggling 
under  the  weight  of  the  US 
current  account  deficit” 

"And  any  event  that 
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threatens  to  soften  the 
global  economy  will  harm 
Europe  because  of  its  reli- 
ance on  exports,"  said  Tim 
Harris  and  Gary  Dugan  at 
JP.  Morgan. 

The  FTSE  Eurotop  300 
index  gained  LOS  to  1,187.54, 
while  the  FTSE  Euro  top  100 
lost  2.16  to  2,723.67.  The 
FTSE  Ebloc  lnriwr  of  1 parting 
shares  in  the  euro-zone 
closed  1J58  hi^ier  at  996.43. 

Bids  rumours  and  specula- 
tive buying  ahead  of  results 
time  provided  some  action  in 
otherwise  dull  markets. 

Among  the  day's  best  per- 
formers Saint  Gobain  gained 
€8.90,  or  8 per  cent,  to 
€120^0  ahead  of  its  results 
statement  later  tht«  week, 
while  healthy  1998  sales 
lifted  Pinault-Printemps  €8 
to  <156. 

Unicredita  was  suspended 
at  €4.76  after  talks  of  an 
imminent  bid  by  Deutsche 
Bank  lifted  It  to  its  upper 
limit. 
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Bund  market 
‘too  small  for 
derivatives’ 


By  Saner  fekandar  hi  Paris 


The  German  government 
bond,  or  bund,  market  is  too 
small  to  support  the  amount 
of  derivatives  based  on  it. 
threatening  the  stability  of 
the  euro-zone’s  financial  sys- 
tem. according  to  the  Sodfetfi 
des  Bourses  Franpaises. 
operator  of  the  French  stock 
and  derivatives  exchanges. 

SBF  believes  financial 
institutions  could  be  exposed 
to  large  losses,  should  this 
relative  shortage  of  bonds 
result  in  big  price  discrepan- 
cies when  demand  rises. 

“If  all  the  demand  is  con- 
centrated on  a contract  with 
a limited  amount  of  deliver- 
able bonds,  there  is  a risk  of 
a squeeze  on  the  bonds,” 
said  the  Matif,  the  deriva- 
tives exchange  run  by  SBF. 

In  other  words,  derivatives 
traders  who  have  to  fulfil 
their  contractual  obligations 
could  find  themselves  trying 
to  buy  more  bonds  than  are 
available  on  the  market 

The  bund  market  consid- 
ered Europe's  safest,  suf- 
fered such  a squeeze  in  Sep- 
tember after  Russia’s  default 
on  its  sovereign  debt  In  the 
subsequent  flight  to  quality, 
investors  bought  so  many 
bund  futures  that  even  if 
only  a third  of  them  had 
requested  delivery,  there  did 
not  exist  enough  bonds  in 
the  market  to  satisfy  the 
potential  demand. 

The  problem  was  exacer- 
bated by  the  successful 
launch  of  the  euro  this 
month,  which  has  reinforced 
bunds  In  their  position  as 
the  benchmark  - or  refer- 
ence - for  the  bond  markets 
of  all  euro-zone  countries. 

With  investors  now  trad- 
ing bund  futures  to  hedge 
investments  in  other  partld- 
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paring  countries'  bonds, 
another  squeeze  on  bunds  is 
likely  to  he  more  severe. 

“Market  participants  are 
hedging  [investments  in 
enro-zone  government 
bonds]  on  deliverable  bonds 
that  account  for  a fifth  of  the 
market,”  said  Jean-Franpris 

Theodore,  SBF  rhalnr,an 

He  said  open  positions  - 
the  number  of  futures  con- 
tracts held  that  have  yet  to 
be  settled  - amounted  to  3.5 
times  the  existing  stock  of 
bonds  deliverable  on  these 
contracts,  across  the  euro- 
zone. In  the  US,  the  world's 
most  liquid  market  for  bands 
and  futures,  the  monetary 
authorities  consider  the 
financial  system  Is  at  risk 
when  open  positions  rise  to 
mare  than  35  or  40  per  cent 
of  the  amount  of  underlying 
bonds,  said  Mr  Theodore. 

The  Matif  is  to  announce 
today  that  bunds  will  be 
deliverable  against  its 
notional  contract  on  10-year 
euro-denominated  bonds,  in 
addition  to  French  debt 

The  Change  is  one  of  the 
most  significant  modifica- 
tions to  the  contract,  the 
MatiTs  oldest  and  most  pop- 
ular. It  makes  the  Matif 
Europe's  only  multi-issuer 
exchange.  Existing  futures 
on  five  and  30-year  bonds 
already  accept  delivery  of 
bunds  - and  Dutch  bonds  in 
some  cases  - as  will  a new 
two-year  note  future  due  to 
be  launched  this  week. 

The  Matif  is  locked  in  a 
battle  for  market  share  with 
the  London  International 
Financial  Futures  and 
Options  Exchange,  and 
Eurex,  its  Germ  an -Swiss 
rival.  Eurex  last  year  seized 
the  leadership  from  Liffe  in 
bund  futures,  Europe’s  most 
actively  traded  bond  future. 


INTERNATIONAL  CAPITAL  MARKETS 

JGBs,  gilts  grab  spotlight 


BENCHMARK  BONDS 


By  Arkady  Ostrovsky  in  London 
and  Richard  Waters 
In  New  York 


The  Japanese  and  UK 
government  bond  markets 
grabbed  the  spotlight,  with 
the  US  and  the  rest  of 
Europe  lacking  direction  and 
dosing  broadly  unchanged. 

hi  the  UK,  an  unexpected- 
rise  in  business  confidence, 
revealed  in  a survey  by  the 
Confederation  of  British 
Industry,  reduced  hopes  of  a 
cut  In  interest  rates  when 
the  Bank  of  England  MPC 
meets  next  week,  and 
pushed  the  short  end  of  the 
gilt  market  lower. 


The  rebound  in  business 
confidence  for  the  first  time 
since  1997  added  to  the  view 
that  the  UK  economy  was 
heading  for  a soft  landing 
rather  than  a full-blown 
recession. 

Two-year  UK  gilt  yields 
rose  5 basis  points  while  30- 
year  yields  fen  3 points.  Tim 
10-year  gilt  March  future 
rose  027  to  120.21.  Barclays 
Capital  argued  that  the  yield 
spread  between  gilts  and 
German  bunds  were  too 
tight  at  the  long  end  of  the 
curve  and  could  only  be  jus- 
tified if  Britain  was  to  join 
European  Monetary  Union 
in  about  three  years. 

Japanese  government 
bonds  staged  a small  rally. 


underpinned  by  better  fhan 
expected  results  of  a 10-year 
auction.  David  Knott  at 
Deutsche  Bank  said  demand 
for  10-year  JGBs  showed  the 
focus  was  shifting  from  con- 
cern about  oversupply  to 
concern  about  the  Japanese 
economy,  which  shows  little 
sign  of  improvement.  The 
benchmark  10-year  .bond 
March  future  rose  to  180.76 
from  130.20. 

US  Treasuries  were  mixed 
in  light  morning  trading, 
with  long-dated  securities 
continuing  to  trade  in  the 
narrow  range  of  the  past  two 
weeks.  With  signs  of  greater 
stability  in  Brazilian  finan- 
cial markets  and  a US  con- 
sumer confidence  report 


showing  little  change  for 
January,  file  fixed  income 
markets  continued  to  await 
developments  to  draw  them 
out  of  the  current  range. 

By  early  afternoon  in  New 
York,  the  benchmark  30-year 
bond  was  trading  ft  higher 
at  L02ft,  to  yield  5208  per 
cent.  Ten-year  securities 
fared  less  well,  slipping  ft  to 
100%  and  yielding  4.6B9  per 
cent,  while  two-year  notes 
were  at  200ft  for 

a yield  of  4.606  per  cent 

European  bond  markets 
were  in  a “wait  and  see” 
mode  and  closed  lower  or 
unchanged.  The  benchmark 
10-year  Goman  bund  March 
future  closed  0.03  lower 
at  117.67. 


Biggest  euro  bond  from  Belgium 


NEW  ISSUES 


By  Khazem  Merchant 


Belgium  has  launched  the 
Largest  euro-denominated 
bond.  It  will  be  followed 
later  this  week  by  Sweden, 
one  of  the  “euro-outs”, 
which  is  expected  to  launch 
a seven-year  €2  bn  bond,  its 
debut  In  the  new  currency. 

The  Swedish  issue,  like 
Belgium’s  10-year  €5bn  bond, 
is  likely  to  be  via  a syndica- 
tion Of  intomatinnfll  banks 
instead  of  a domestic  auc- 
tion. Belgium  is  the  third 
euro-zone  member  to  issue 
via  a syndication,  following 
Austria  and  Portugal. 

Using  a syndicate  helps 
capture  a global  investor 
base  and  achieves  greater 
liquidity,  which  is  the  key 
attraction  for  global  inves- 
tors in  the  euro-zone's  uni- 
fied capital  markets.  Yester- 
day’s issue  offered  that  and 
so  appealed  to  regions  previ- 
ously unenthusiastic  about 
Belgium  debt,  such  as  Japan. 

Belgium's  domestic  auc- 
tions typically  ensure  about 
90  per  cent  of  an  issue  stays 
in  Belgium  and  Luxetn- 


New  international  bond  issues 


Morgan  Stanley  DW 
4«2<4*N«Oa}S*fcmon  Smflh  Barmy 
+€70f9yi)  BT  Atax  Brown 

+26f3%JanOQ)  ABN/GamreleAVartoug 
+53(6KJ8n06)  OeutectaMterii  Lynch 
+87fH4JanQ9)  OQ  BartoUP  Morgan 
+13S(j#fiQ8)  Lehman  Brothers  Inti 
ASUW3C6R 

+T73Wan094  BT  Ate*  Brown  . . 
*56(79CJun0e)  HBC  DS  Otatsl  Motets 
Deutsche  Bank 

Rnaf  tarns,  mn-caftaUe  union  stated.  YtoU  spread  (over  relevant  government  bond]  at  launch  suppled  by  toad  manager. 
♦UoBeta.  * FtoaUng-ta  note,  ft* tad  reoflar  price;  taoa  mown  m ra-oflar  IsmL  a)  3-mth  Ubar  viObp.  b)  Fungta  wttn 
SSaOm.  No  acauacL  4 Redemption  Mead  to  any  M ht  Dow  Jonas  Staxx  50;  max  par.  4 Gabble  tmaly  from  V2/0A.  a) 
Spread  (states  to  Gamian  govt  bonds,  f)  €105bn  tanchad  on  Monday  Increased  to  €l0bn.  4 Short  1st  coupon. 


Bcmnear 

Anoutt 

m. 

Coupon 

% 

Price 

Hearty 

Feae 

% 

■ US  DOLLARS 

WOOiwteh  pict 

300 

(a) 

99S6R 

Fab  2004 

0.15R 

Nordic  teresbneRt 

ISO 

5-S75 

103.696 

Fob  2008 

naare 

Tokha/rrrtrftfl 

123 

11J75* 

lOOOQ 

Aug  2006 

untted 

■ BfftOSH 

Kkigdom  erf  Betcpum 

-Stei 

3.75(a) 

98.669R 

Mar  2009 

022SR 

GMAC 

750 

4-00 

9S.772R 

Feb  2006 

0.40R 

Roputjflc  o*  Hungary 

500 

4375 

B6624R 

Fab  2009 

0475R 

Ofivatfl  IntenflUond  NVff) 

250 

SlOO 

99.723ft 

Feb  2009 

(L37SR 

Bropean  (fjy'monl  B*nfc(c] 

100 

TJOO 

101.075 

Mar  2006 

1^75 

Tohheinrtrtt 

75 

11375© 

100.00 

Aug  2008 

undsd 

■ STB9LMQ 

HaBax  pic 

100 

5.00 

Mam 

Feb  2002 

0^25R 

■ CZECH  KOHUHA  . 

BG8  Otence  Qralentj 

2bn 

7.75 

100005R 

Feb  2000 

0.15R 

bourg.  “Half  the  world  does 
not  know  about . Belgium 
credits,"  said  a banker  at 
ABN  Amro,  joint  lead  man- 
ager with  Warburg  Dillon 
Read  and  Generate  Bank. 

Belgium's  debt  is  tradi- 
tionally grouped  with  Aus- 
tria, Portugal  and  Italy, 
which  have  lannchpri  inter- 
national issues.  Bankers  said 
its  bond  was  designed  to 
make  Belgium  "bead  of  the 
pack"  of  the  non-triple  A 
sovereign  credits. 


The  bond  was  priced  to 
yield  26  hagin  points  over 
2009  bund  and  17  basis 
points  aver  the  OAT.  It  nar- 
rowed by  one  basis  point 
Belgium  debt  trades  slightly 
inside  Italian  and  Portu- 
guese paper  and  a little 
wider  than  Spanish  debt 
Hungary  launched  its  first 
euro-denominated  bond,  cap- 
turing positive  sentiment  for 
the  country,  which  is  seen  as 
the  region’s  leading  con- 
tender for  euro-zone  mem- 


bership in  the  next  wave. 
The  10-year  €500m  bond,  the 
first  by  an  east  European 
country  in  the  euro,  is  a 
modest  draw-down  an  Hun- 
gary’s giJibn  borrowing 
requirements  for  thig  year. 

The  issue  was  largely 
unaffected  by  the  fall-out 
from  Brazil  and  China, 
which  has  recently  unnerved 
emerging  markets.  The  issue 
was  priced  to  yield  87  basis 
points  over  the’  German 
bund  and  traded  unchanged. 


NEWS  DIGEST . . _ 
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CBOT  still  plans  Eurex  vote 

Officials  at  the  Chicago  Board  of  Trade,  the  **99J®* 
futures  exchange,  said  yesterday  they  jest'll 
to  go  ahead  with  today's  vote  over  a strategic  alliance  wth 
Eurex,  the  all-electronic  German-Swiss  exchange  and 
Europe’s  largest,  In  spite  of  the  divisions  that  have 
emerged  between  David  Brennan,  new  CBOT  chairman, 
and  other  board  members  over  the  deal. 

Members  will  be  asked  to  vote  on  a specific  pact - 
rather  than  the  Idea  in  principle  - which  wouW  seethe 
exchanges  collaborate  on  the  development  of  a newewc* 
tronic  trading  system  built  around  the  Eurex  technology, 
and  then  disseminate  each  other's  products. 

Mr  Brennan  flew  to  Germany  last  week  to  talk  to  Eurex 
officials,  but  on  his  return  told  members  he  could  stifl  not 
support  the  deal  as  structured.  He  has  raised  objections  to 
the  possible  cost  and  Is  also  seeking  an  arrangement  that 
would  allow  the  CBOT  to  keep  greater  control  of  the 
underfying  technology.  Most  observers  think  the  vote  is 
likely  to  be  close,  and  the  result  will  not  be  known  until 
late  afternoon.  Nikki  Tart,  Chicago 


«i«r 


3. 


BENCHMARK  GOVERNMENT  BONDS 


m m 

Dtae  tan  Mae 


BH  Otyds  Meets  So* 
Wl  M M chg<rid 


AeteaBa 

0001 

4750 

107.4619 

470 

_ 

-613 

+610 

-650 

DOTS 

4750 

1248055 

4S3 

- 

-OZ7 

-600 

-691 

AteMa 

07/00 

5075 

1040700 

207 

+002 

-am 

-637 

-1.18 

01/0B 

5000 

1080800 

350 

- 

-605 

-628 

-139 

BHgta 

aim 

4000 

1010100 

253 

+604 

+603 

-628 

-US 

osm 

5.750 

1143800 

305 

-602 

-606 

-628 

-134 

Oanda 

12m 

5000 

100.4000 

478 

_ 

-604 

-612 

♦61* 

osm 

4000 

1080000 

492 

- 

-007 

-612 

-039 

Dannaft 

um 

9000 

1095400 

309 

-001 

-609 

-643 

-054 

11/07 

7000 

122.1700 

350 

-601 

-600 

-aso 

-150 

FMted 

asm 

4000 

1014690 

209 

+602 

-002 

+620 

-688 

04108 

6000 

11651 70 

304 

+692 

-002 

-623 

-136 

Hen 

07/00 

4000 

1015500 

257 

- 

-am 

-am 

-1.11 

ions 

7-750 

1250400 

137 

-601 

-604 

-625 

-142 

10m 

8500 

1366000 

308 

-am 

-604 

-026 

-1.42 

04/29 

5000 

1160900 

457 

-001 

-600 

-623 

-1.11 

Eanereiy 

asm 

4000 

,01.4600 

259 

+602 

+602 

-631 

-688 

lams 

6000  '117.9100 

148 

- 

-0.03 

-629 

-139 

07/08 

4750 

1085500 

358 

+601 

-002 

-626 

-145 

01  m 

1166*00 

458 

♦601 

-008 

-028 

-1.12 

React 

aim 

9000 

967804 

8L88 

- 

-61 B 

-628 

-178 

osm 

8000 

1160182 

623 

-603 

-618 

-670 

-455 

Mae* 

ioni 

8500 

1048200 

303 

+601 

-601 

-am 

-1-78 

osm 

8000 

1160400 

164 

- 

-003 

-022 

-155 

ttrty 

owi 

4500 

1032000 

257 

. 

-QjOZ 

-620 

-153 

07/03 

4500 

1050900 

126 

- 

- 

-615 

-1.74 

osm 

5000 

1067700 

308 

-6B1 

-601 

-609 

-157 

11/27 

6500 

1280000 

470 

- 

-004 

-614 

-1.18 

tan 

12m 

0300 

,115270 

aso 

- 

-am 

-621 

-622 

12m 

4.100 

1,35300 

124 

-004 

-00s 

-615 

-619 

asm 

1000 

1005370 

1.73 

-605 

-an 

-616 

-614 

03/18 

2.700 

1025590 

256 

-004 

-613 

-am 

-aw 

NAretareb 

osm 

8000 

1075600 

201 

+602 

+603 

-631 

-158 

BW» 

5250 

111.7400 

175 

- 

-602 

-625 

-131 

Haarzaabte 

02/01 

8000 

1056102 

503 

+606 

+605 

-4123 

-238 

07/09 

7000 

1115115 

650 

+607 

+601 

-60S 

-134 

Nmy 

0SA1 

7000 

,017000 

52S 

-009 

-618 

-253 

+003 

01/07 

6750 

1122000 

4BB 

-604 

-619 

-ase 

-050 

Preface 

asm 

5075 

1025900 

2.94 

-004 

-605 

-027 

-138 

06/08 

5075 

111.6400 

307 

- 

-604 

-023 

-153 

*pHa 

(Mm 

&7S0 

104.4800 

259 

. 

-604 

-619 

-1.45 

aim 

8000 

1163200 

182 

-001 

-O0S 

-024 

-131 

State 

asm 

10050 

1084778 

304 

-007 

-034 

-101 

osm 

6500 

1,95190 

18) 

+002 

-607 

-631 

-1.72 

SBteariand 

06100 

4500 

1042000 

135 

-001 

♦602 

-021 

-039 

aim 

4250 

1160000 

2.Z 

- 

-607 

-616 

-670 

UR 

11/01 

7000 

1062100 

459 

♦603 

-603 

-618 

-205 

12m 

4500 

1069000 

423 

- 

-007 

-617 

-137 

1008 

8000 

1380000 

419 

-003 

-611 

-62S 

-130 

12/20 

8000 

1300000 

419 

-005 

-600 

-013 

-108 

es 

osm 

4500 

997579 

405 

- 

-002 

-013 

-67B 

owa 

U50 

1025083 

463 

♦601 

-604 

-618 

-OSB 

osm 

5625 

106309 

• 477 

+002 

-605 

-617 

-055 

mm 

5500 

1040506 

619 

-602 

-603 

-012 

-675 

ISDdOn  dntag  - Km  WI 

Utter  Iml  raw  sMteM  , 


Sari*  isntee  an*T  Hta 
i to  m reta  awn  umiUi* 


10  YEAR  BENCHMARK  SPREADS 

Spread  Spread 


Hfl 


Bd 


Spread  Spread 


Jen  26 

YMd 

Erne 

T-Sorte 

TMd 

Bros 

T-Boafe 

/tarda 

404 

+130 

+627 

Martaoda 

3.77 

+613 

-050 

Austria 

353 

+039 

-0.74 

Hob  Zeafcmd 

551 

+157 

+654 

Waken 

304 

+030 

-673 

NUMy 

401 

+137 

+634 

Ml 

403 

+139 

+636 

Farina* 

303 

+039 

-674 

Denrak 

306 

+632 

-0.71 

Span 

305 

+631 

-672 

FMnd 

305 

+621 

-052 

teeden 

305 

+631 

-a  72 

Bate 

171 

+0.07 

-006 

SBlttBldWl 

235 

-139 

-232 

Germany 

164 

- 

-103 

UK 

4.19 

+055 

-0.48 

Greece 

617 

+253 

+150 

US 

667 

+103 

- 

Wand 

357 

+623 

-600 

Sam  Uetare  Otar  taa 

ter 

308 

♦634 

-679 

Inu  dtteo.  'NtetetdaNtt 

JAW 

T.75 

-1.89 

-202 

Mtuated  ta  bate 

EMERGING  MARKET  BONDS 

Red 

Jan  a dm  Cam 

■ EUROPE 

Grate  OZflfi  7.000 

patent  07/D4  7.125 

06*17  10000 


■ LATM  AMERICA 

Nggfltaa  09127 
Bail  0S/Z7 
Itad to  0926 

■ ASM 

choa  07/06 
PhSbnes  lonfi 
Tltaiand  0MJ7 

■ AfTOUMDttE  EAST 
Utanon  07/00 
Soldi  Africa  10/06 

rater  oam 

■ amor  bobs 
ftgadra  03/23 
Brad  04/14 
Mdeo  12/19 
venal*  03/20 


10.000 


Deyi 

Mth* 

Scrt 

SAP 

BH 

BH 

efige 

1*00 

*8 

Rating 

price 

*M 

ltd 

)M 

US 

Bffi- 

930000 

90S 

-618 

+102 

+509 

SBB+ 

lfK.0207 

600 

-003 

-607 

+104 

ccc- 

265047 

4253 

-619 

-4.17 

+3750 

BB 

7B0B25 

12.46 

-637 

+150 

+7.40 

6+ 

58.1042 

1752 

-619 

+■2.54 

+1206 

m 

102.1410 

1134 

-033 

♦057 

+530 

688+ 

101 3368 

750 

-606 

+666 

+200 

68+ 

90.0032 

006 

-619 

+674 

+5-14 

B68- 

lOaOBTD 

773 

-006 

-035 

+3.10 

88- 

1020300 

701 

+1.T1 

♦631 

+Z03 

BB+ 

915373 

952 

-6.17 

+054 

+532 

B 

867782 

1104 

-621 

-a« 

+731 

88 

855000 

8.72 

-002 

+600 

♦475 

B+ 

51.7500 

1505 

-452 

+202 

+11 18 

58 

737900 

907 

-604 

+057 

+4.18 

8 + 

635750 

1106 

-007 

+695 

+635 

Sara  testae  Draff  Mnssn. 


BOND  FUTURES  AND  OPTIONS 
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CURRENCIES  & MONEY 


Brazilian  Real  back  in  the  limelight 
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Brazil's  fragile  currency 
plunged  to  a new  low  on 
Tuesday,  weighing  heavily 
on  the  dollar.  Following 
Monday's  speculation  aver  a 
possible  devaluation  of  the 
Chinese  renminbi,  markets 
now  seem  to  have  shifted 
their  focus  back  to  Latin 
America. 

The  Real  came  under 
strong  pressure  during 
morning  trading,  following 
rumours  over  the  imminent 
resignation  of  the  finance 
minister  and  a possible  debt 
moratorium.  The  spectre  of 
jital  controls,  limiting  the 
^amount  of  dollars  investors 
can  take  out  of  the  country, 
also  haunted  the  market. 
But  officials  instantly  dis- 
missed those  rumours. 

Moreover,  Fitch  E3CA,  the 
ratings  agency,  cut  its 
long-term  foreign  currency 
rating  for  Brazil  on  Tuesday 


from  B-plus  to  B,  saying  the 
devaluation  and  subsequent 
floating  of  the  Real  compli- 
cated an  already  demanding 
external  and  domestic  finan- 
cial position. 

The  impact  of  rumours 
and  bad  news  on  the  Real 
was  particularly  strong. 
“The  market  was  so  thin 
today  that  anything  could 
have  moved  the  currency,™ 
said  Gene  Frieda  of  the  eco- 
nomic consultancy  4Cast  in 
New  York.  He  pointed  out 
that  markets  were  essen- 
tially testing  the  central 
bank’s  resolve  to  intervene. 

But  the  central  bank  with- 
stood the  speculative 
onslaught,  choosing  not  to 
intervene,  which  caused  the 
Real  to  rebound.  The  dollar 
followed  suit  and  edged  back 
up  against  the  yen  from  its 

■ POUND  IN  NEW  YORK 
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1-SS95  1.6570 
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1-6562  1.6538 

1-8529  1.6505 


Tuesday  low  of.  around 
Y113.3  to  dose  at  YU4.1  In 
London.  It  closed  little 
changed  against  the  euro. 

Many  economists  pointed 
at  the  danger  of  persistently 
high  interest  rates,  which 
might  jeopardise  Brazil’s 
ability  to  service  its  R$300bn 
domestic  debt 

But  with  the  currency  std 
sliding,  the  government  may 
have  other  issues  to  worry 
about  “In  a country,  that  has 
a history  of  hyperinflation, 
devaluation  quickly  to 
inflation,  as  price  expecta- 
tions are'  closely  linked  to 
the  exchange  rate,”  said  Mr 
Frieda.  The  government  will 
have  to  continue  limiting  the 
inflation  pass-through  by 
high  interest  rates.  “Other- 
wise It  will  lose  the  benefits 
of  devaluation,”  he  added. 

Meanwhile  Francisco 
Lopes  told  the  Senate  com- 
mittee considering  his 
appointment  as  central  bank 
president  that  Brazil  should 
end  the  year  with  foreign 
exchange  reserves  of  around 
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S50bn.  after  drawing  on  a 
credit  line  from  the  IMF.  He 
said  that  the  current  $36bn 
in  reserves  was  “reasonably 
solid™,  following  the  loss  of 
I8bn  so  far  this  month. 

■ urn  urging1  market  curren- 
cies edged  trighpr  oxi  Tues- 
day, buoyed  by  receding  con- 
cerns about  a Chinese 
currency  devaluation,  trad- 
ers said.  The  South  Korean 


won  led  the  way,  boosted  by 
Standard  & Poor’s  overnight 
upgrade  of  Korea’s  long-term 
foreign  currency  rating  to 
BBB-minus. 

Chinese  officials  reiterated 
their  pledge  not  to  devalue 
the  renminbi.  But  some  ana- 
lysts are  not  convinced  that 
the  reassuring  effect  of  such 
comments  will  last. 

“We  are  going  to  see  a 
devaluation  within  the  next 
six  to  twelve  months,  irre- 
spective of  what  the  politi- 
cians are  saying,”  according 
to  James  McKay,  global  mar- 
kets strategist  at  Common- 
wealth Bank  of  Australia  in 
London. 

He  added  that  China’s 
comparative  advantage  vis-a- 
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vis  its -Asian  neighbours  was 
eroding  because  of  its  rela- 
tively high  exchange  rate. 

■ The  Confederation  of  Brit- 
ish Industry  is  never  shy  in 
arguing  the  virtue  of  loner 
UK  interest  rates.  Its  call 
yesterday  for  another  half- 
point off  base  rates  next 
week  did  little  to  spook  the 

la  fact  interest  rate  expec- 
tations  edged  fractionally 
higher,  continuing  the  trend 
established  on  Monday  when 
Eddie  George,  the  governor 
of  the  Bank  of  England, 
warned  that  the  monetary 
policy  committee  might  put 
rates  up  again  if  consumer 
confidence  bounced  back 
and  the  world  economy 
turned  out  less  depressed 
than  it  looked- 

Short-sterling  contracts 
edged  1 or  2 basis  points 
lower  for  1999  and  4 or  5 
basis  points  lower  for  2000. 
continuing  to  point  to  base 
rates  of  around  5 per  cent 
next  spring. 
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COMMODITIES  & AGRICULTURE 


Colombian  earthquake  pushes  up  coffee  prices 


By  Paid  Sotawu  and  GflRan 

O'Connor  En  London 

and  Mam  Thomson  in  Bogota 

As  Colombia  struggled  to 
clear  up  after  Monday's 
earthquake,  which  shook  the 
heart  OF  its  coffee-producing 
region  and  left  hundreds  of 
people  dead,  coffee  prices 
rose  on  the  London  Interna- 
tional Financial  Futures  and 
Options  Exchange  amid 
fears  over  supplies. 


However,  local  officials 
denied  the  crop  had  been 
damaged  and  said  produc- 
tion. would  be  imflffw-tgri 
“Thine  is  no  damage  to  the 
plantations  whatsoever,” 
said  Antonio  Cardona  of  the 
National  Coffee  Federation's 
regional  in  Risar- 

alda,  one  of  the  two  worst 
affected  provinces. 

Colombia  is  the  world's 
largest  coffee  producer  after 
Brazil,  with  total  exports 
last  year  of  11.2m  60  kg 
sacks. 


According  to  Juan  CamDo 
Restrepo,  the  country's 
finance  minister,  approxi- 
mately 50  per  cent  of  Colom- 
bia's production  comes  from 
the  area  affected  by  the 
earthquake. 

Liffe's  most  actively 
traded  March  contract  for 
robusta  coffee  ended  the  day 
at  $1,765  a tonne,  up  $33 
from  Monday's  close. 

World  oil  prices  drifted 
again  as  the  market  awaited 
the  weekly  report  from  the 
American  Petroleum  Insti- 


tute, which  gives  an  indica- 
tion of  US  stock  levels. 

In  late  trading  on  Lon- 
don's International  Petro- 
leum Exchange,  the  bench- 
mark March  contract  for 
Brent  blend  was  £10.63  a bar- 
rel against  Monday's  close  of 
$10.85. 

Meanwhile,  the  IPE  held  a 
board  meeting  to  draft  its 
formal  response  to  merger 
proposals  from  its  US  coun- 
terpart, the  New  York  Mer- 
cantile Exchange.  No  details 
of  the  discussions  were 


released  but  both  sides  have 
Indicated  their  desire  to 
complete  negotiations  as 
soon  as  possible. 

Base  metal  prices  ended 
the  day  mixed  on  the  Lon- 
don Metal  Exchange,  with 
only  zinc  and  tin  showing 
any  real  strength. 

Aluminium  continued  to 
provoke  most  of  the  interest 
partly  because  of  a confer- 
ence about  the  metal's  pros- 
pects taking  place  in  Florida. 

Martin  Squires  of  Rudolf 
Wolff  argued  that  there  was 


no  end  in  sight  to  alumini- 
um's malaise  In  the  short 
term,  and  he  thought  that 
pnces  were  likely  to  move 
lower. 

Like  most  other  analysts. 
Mr  Squires  sees  a swelling 

market  SUTplUS  and  CODSld- 

ers  that  any  production  cuts 
are  unlikely  to  be  sufficient 
to  rebalance  the  aluminium 
market  this  year. 

One  effect  of  the  surplus, 
«Miri  Mr  Squires,  Is  that  con- 
sumers “have  remained  con- 
tent to  purchase  a higher 


proportion  of  their  metal 
requirement  from  the  spot 
market  rather  tha®  estab- 
lishing forward  positions  in 
a faih'rtg  market.  This  shift 
in  buying  activity  is  exacer- 
bating the  decline  in  alumin- 
ium and  metal  prices  as  a 
whole." 

Producers  have  not  in  gen- 
eral been  selling  fonraru. 
and  Mr  Squires  argued  that 
producer  sales  would  damp 
down  any  rise  in  aluminium 
prices  in  the  short  to 
medium  term. 


Cargill  courts  Capitol  Hill 

The  largest  private  US  company  is  hoping  its  controversial  proposed  .acquisition  of 
Continental's  grain-trading  operations  will  be  approved  by  the  Justice  Department 

By  NkkJ  Tait  m Chicago 


It  will  be  the  largest 
corporate  player  In  interna- 
tional grain  markets  - but 
just  how  powerful? 

That  was  the  question  fac- 
ing Cargill  executives  as 
they  made  their  way  to  Capi- 
tol IB11  yesterday  to  defend 
their  company’s  proposed 
acquisition  of  Continental's 
grain  trading  operations. 

The  deal,  which  would 
unite  the  world's  biggest  and 
second  biggest  grain  export- 
ers, has  been  controversial 
from  the  outset  Within  days 
of  its  announcement,  the 
National  Farmers  Union,  a 
large  US  producers'  group, 
said  it  could  compound  the 
squeeze  on  small  farmers. 

Dan  GUckman,  the  US 
agriculture  secretary,  called 
for  regulatory  scrutiny.  The 
Justice  Department  began  a 
formal  anti-trust  inquiry  last 
November,  and  the  Commod- 
ity Futures  Trading  Commis- 
sion, the  US  futures  industry 
regulator,  has  also  been 
making  inquiries. 

Yesterday's  hearing  before 
a congressional  sub-commit- 
tee, meanwhile,  came  at  the 
direct  request  of  anxious 
senators.  "Consolidation  of 
agricultural  businesses  Is  a 
growing  trend  that  should  be 
examined,"  said  Senator 
Dick  Lugar,  its  chairman. 

Until  now,  critics  of  the 


Carglll-Contl  deal  have 
tended  to  focus  on  the  US 
operations,  although  to  the 
extent  that  the  merger  has  a 
bearing  on  grain  futures 
prices  or  exports,  implica- 
tions could  extend  well 
beyond  national  boundaries. 
The  European  Union  is  also 
reviewing  the  transaction. 

The  deal  adds  Continen- 
tal's US  83  grain-trading 
facilities  to  Cargill’s  243.  Mr 
Glickznan  said  it  also  lifts 
Cargill's  share  of  US  corn 
exports  to  42  per  cent  Its 
share  of  wheat  exports  rises 
from  13  to  19  per  cent;  and 
its  share  of  soyabean  exports 
from  17  to  31  per  cent. 

However,  the  grain-trading 
business  is  anything  but 
simple.  Farmers  deliver 
crops  locally,  so  regional 
concentrations  are  also  rele- 
vant The  same  logic  applies 
to  export  facilities. 

Meanwhile,  futures  con- 
tracts carry  specific  delivery 
conditions,  meaning  concen- 
tration in  certain  areas 
becomes  doubly  sensitive  as 
it  raises  the  possibility  of 
market/price  manipulation. 

Most  observers  agree  that 
Illinois,  in  the  heart  of  the 
US  grain-belt  looms  as  the 
biggest  obstacle.  This  is  Con- 
ti’s strongest  area,  where  30 
- or  more  than  one-third  - 
of  its  US  fadHtias  are  con- 
centrated. It  is  also  the  area 
where  there  is  the  biggest 


overlap  between  the  compa- 
nies' existing  facilities. 

According  to  Cargill,  the 
US's  largest  private  com- 
pany, there  are  10  communi- 
ties where  both  companies 
have  duplicate  operations, 
and  four  of  these  lie  along 
the  Illinois  river. 

This  has  added  signifi- 
cance because  the  Illinois 
river  win  become  a futures 
delivery  point  for  com  and 
soyabeans  next  year  under 
the  Chicago  Board  of  Trade’s 
revamped  system.  According 
to  an  Iowa  State  University 
study  of  the  deal,  just  two 
companies  (Archer  Daniels 
Midland,  another  large  US 
agribusiness,  and  Cargill) 
would  account  for  80  per 
cent  of  capacity  along  the 
Northern  Illinois  river. 

"Cargill's  acquisition 
might  not  appear  problem- 
atic if  ADM  was  not  so 
large,''  suggest  the  authors. 
“However,  tbe  combination 
of  these  two  large  players 
and  their  share  of  volume 
traded,  not  just  storage 
capacity,  in  the  futures  mar- 
ket delivery  area,  may 
prompt  closer  examination." 

Cargill  thinks  differently. 
It  says  the  grain  trading 
Industry  has  excess  capacity 
at  present  and  the  two  com- 
panies' combined  operations 
would  account  for  only  6 per 
cent  of  total  commercial 
storage  in  the  US. 


In  the  bag:  storage  capacity  of 
10  largest  US  grain 
companies 


Even  in  Illinois,  it  rfnhns 
there  are  plenty  of  alterna- 
tive buyers  and  grain-han- 
dlers: “ADM  is  significant, 
but  there  are  a lot  of  other 
competitors,”  said  Dan  Dye, 
a Cargill  vice-president. 

Asked  how  the  network 
might  be  rationalised  if  the 
deal  proceeds,  Frank  Sims, 
president  of  North  American 
grain  trading  operations, 
says  the  company  is  still 
doing  due  diligence.  But  he 
does  concede  that  Cargill 
might  shutter  a few  overlap- 
ping Conti  facilities  for  pari: 
of  the  year,  and  “maybe  one 
or  two”  completely.  How- 
ever, he  also  adds  that 
merged  group  would  be 
likely  to  retain  “at  least  one 
facility,  if  not  two"  in  most 
pyiKting  locations. 

He  also  stresses  that  the 
rationale  for  the  deal  comes 
only  partly  from  economies 
of  scale.  With  widespread 
processing  and  milling  facili- 
ties, Mr  Sims  points  out  that 
Cargill  has  an  increased 
internal  supply  requirement 

Moreover,  explosive 
growth  in  genetically  modi- 
fied crops  In  tbe  US  means 
farmers  may  demand  more 
segregated  storage  faculties. 

These  industry  dynamics, 
though,  could  cut  both  ways. 
One  reason  tbe  deal  has 
attracted  such  attention  is 
that  it  comes  when  the  US 
agricultural  sector  is  consoli- 


dating, and  its  impact  on 
farmers  and  prices  is  already 
a matter  of  debate. 

In  addition,  biotechnology 
developments  seem  to  be 
reinforcing  the  power  of  the 
large  agribusiness  compa- 
nies - meaning  they  may 
ultimately  supply  seeds,  con- 
tract growers,  and  then  han- 
dle the  finished  crops. 

At  yesterday's  hearing, 
one  economist  - Robert  Tay- 
lor, professor  at  Auburn  Uni- 
versity - told  senators  there 


was  evidence  that  the  eco- 
nomic power  of  big  agribusi- 
ness giants  had  increased 
“dramatically”  in  the  1990s. 
He  felt  their  market  power 
was  getting  out  of  balance 
and  favoured  a few  “closely 
knit  global  corporations". 

But  others  thought  the 
consolidation  was  being 
driven  by  low  commodity 
prices.  “While  a painful  tran- 
sition for  farms  and  firms 
that  exit,  consolidation  is 
generally  favourable  for  US 


agriculture."  said  Mark  Dra- 
benstott,  director  of  the  Cen- 
ter for  the  Study  of  Rural 
America. 

So  bow  would  Mr  Sims  feel 
if  the  Justice  Department 
attached  conditions  to  its 
approval  - a scenario  some 
observers  think  likely? 

“It's  a little  difficult  to 
hypothesise.  If  there's  a need 
to  sit  down  with  them,  we 
wfll  do  that,  but  we’re  stiff 
fairly  optimistic  [the  deal 
will  be  approved].'' 


US  nut 

output  hit 

by  bad 

weather 

By  Paul  Soiman 

Nut  production  in  the  t'S  Ml 
bv  a quarter  Bui  yvjr.  »*«w 
as  a result  flf  bad  weather, 
according  to  thi*  VS  Un*** 
mentor  Agriculture. 

The  VS  «K‘  l,{  tn' 
world's  leading  nut  Sowers 
Total  nut  production  was 

903.000  tonnes,  as  per 

below  tbe  previous 
figure  or  l-sni  tonnes,  but 
above  the  level  of 

S25  000  tonnes.  USDA  Kilo  in 
its  annual  Non-cttvw  Fruit* 
and  Nuts  Preliminary  Sum* 
man'-  , , „ 

Hazelnuts  recorded  tin* 

biggest  fall  in  production, 
dropping  67  per  rent  »«> 
15,500  tonnes,  while  pee.ms 
fell  54  per  rent  ti*  l^ra 
pounds. 

Walnuts  - of  which  the  t a 
Is  the  world's  biggest 
exporter  - foil  IS  per  rent  to 

220.000  tonnes,  while 
almonds  dropped  31  per  amt 
to  520m  pounds. 

Pistachios  were  the  only 
tree  nuts  to  increase  produc- 
tion over  the  if**?  level,  ris- 
ing  4 per  cent  tu  ISmu 

pounds.  . 

Utilised  production  - tne 
amount  sold  plus  the  quanti 
ties  used  at  home  or  held  in 
storage  - dropped  -2  per 
cent  to  $1.64ni.  I'SDA  soul. 

Once  again,  hazelnuts 
recorded  the  biggest  fall,  of 
64  per  cent,  in  spite  of  the 
improved  prices  during  the 
year. 

Almonds  were  utf  23  jvr 
cent,  while  macaiLimuis  and. 
pistachios  were  off  IS  tier 
cent  and  S per  rent  reflec- 
tively. 

In  spite  of  drastically 
lower  production,  utilised 
production  or  pecan-  was 
down  only  26  per  cent.  I'SDA 
said,  attributing  the  figure  to 
sharply  higher  prices 

Meanwhile,  utilised  pro- 
duction of  non-citrus  fruits 
fell  13  per  cent  to  57.  Urn. 
with  grapes  showing  the  big- 
gest drop  to  3.tim  tonnes.  23 
per  cent  below  !9!*7's  record 
level  of  >LSm  tonnes. 
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Tea  from  tho  Tea  Brokers'  Association 
Mombasa  - There  was  good  general 
demand.  Brighter  BPis  wans  easier  with 
mediums  down  by  5-15  cents;  lower 
mediums  were  discounted  by  2-10  cents 
with  mare  fibrous  sorts  often  neglected 
Ptriner  BPis  shod  2-5  cents.  Brighter  PFls 
were  inegrisr  (blowing  quality  and  gener- 
ally easier;  mediums  lost  5-15  cents  white 
lower  mrthm  end  ptdnw  desortpdww 
declined  by  5-10  cents.  Selected  best 
PDuats  sold  at  last  levels  whfio  other 
brighter  sorts  were  irregular;  mediums  and 
lower  medura  eased  by  5-10  cents  wm 
ptriner  types  down  by  5-15  cents.  Duals 
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Open  frtcrest  and  Vduitjo  data  dawn  lor  contracts 
Data  OD  COtftX  NYMEX,  CBT,  NYU,  CHE.  CSCE 
and  PE  Qvdi  01  are  one  fay  in  areas.  Vflkme  S 
Open  Hum  mtris  are  hr  ril  nta  mortte. 
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For  solutions  to  today's  crossword  call  0891  430060. 
Caffs  cost  50p  a minute. 


CROSSWORD 
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ACROSS 

1 Go  mad  - hit  single’s  No.l! 
(4.4.3) 

7 Talk  a lot,  and  miss  end  of 
horror  film  (3) 

9 Do  better  than  playing 
chicken  (5) 

10  Query  a routine  before 
English  dance  (9) 

11  Against  getting  into  violent 
exercise  - no  longer  in  the 
army  (2-7) 

12  Reported  large  crowd  in  a 
store  (5) 

13  Vacillations  of  doubter 
become'  unduly  noticeable 
(7) 

15  See  attempt  to  dismiss 
striker  (4) 

18  Heard  method  to  produce 
liquid  residue  (4) 

20  Horseman  with  role  in  clas- 
sic  race?  (7) 

23  treated  poorly,  given 
this  liquid  lunch?  (5) 

24  Liquid  - mead,  it's  said  - 
served  where  document 
was  signed  (9) 

26  Settle  dispute  Involving  ref- 
eree s decision  (9) 

27  Sf 1 tot  with 

the  Flench  (5) 

28  ^ rent  almost  finali- 
sed (3) 

29  Finds  out  about  outing  - 
givers  go  over  it  carefully 

Wi8) 

DOWN 

1 2Lmpo^fr  has  set  up 

for  graduate  (8) 

% rfnS1111?1 ****  fs*6> 

3 One  s admitted  being 
possession  (5)  B 


4 Convert  queries  gentle- 
man's title  (7) 

5 Attempt  to  incorporate  old 

» Perhaps  (7) 

6 Bird  that's  stopped  firing 
over  carthorse  i9) 

7.  16  Dates  arranged  to  deal 

faffW  “y0are'ShOrt- 

8 For  many  people,  daughter 
coming  late  is  not  hard  to 
handle  (6) 

14  Stuff  to  make  comfortable 
furniture?  (9) 

16  See  7 

17  5Sdenly  stDp  attending 

college,  given  iev  riven- 
tion?  (6-2)  ' P 

19  Spar  with  part  of  the  IiOU. 
don  police  force?  t4*si 

-0  Go  with  clean  break?  cha: 

21  hS'2  Ls  sotiinj; 

22  See2  hpd'  F,rSt 

25  Butler's  second  tn  identify 
this  poet  (5)  ■ 
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LONDON  STOCK  EXCHANGE 


Merger  fervour  fails  to  support  erratic  Footsie 


FTSEAfl-Swrekri** 


Equity  «*>*■«  traded 

' . 1400 


■MMcrnra^ 

By  Steve  Thompson, 

UK  Stock  Market  Editor 


The  stock  market  pendulum 
swung  substantially  yester- 
day as  investors  tried  to 
assess  the  market’s  likely 
short-term  direction. 

But  the  FTSE  1 00  index 
finished  delicately  poised, 
and  fractionally  in  the  bulls’ 
camp,  thanks  mainly  to  Wall 
Street's  mostly  positive 
opening. 

On  the  plus  side  for  Lon- 
don was  the  continuing 
liquidity  story,  with  institu- 
tions still  full  of  cash. 


Another  positive  factor  was 
the  ever-flowing  stream  of 
takeover  stories,  both  actual 
and  rumoured. 

On  the  other  side  of  the 
coin,  the  interest  rate 
debate,  viewed  by  many 
observers  as  the  main  driv- 
ing force  behind  market  sen- 
timent over  recent  years, 
remained  in  the  balance. 

UK  interest  rates  have 
fallen  hy  150  basis  points 
over  the  past  four  months 
and  there  were  strong  expec- 
tations that  a weakening 
domestic  economy  would 
prompt  another  reduction. 

Those  expectations  were 
dented  last  week  by  a stron- 


ger-than-expected  fourth- 
quarter  gross  domestic  prod- 
uct figure,  which  led  some  to 
cast  doubts  on  the  chances 
of  another  rate  reduction. 

Yesterday’s  Confederation 
of  British  Industry  manufac- 
turing survey  indicated  a 
slight  easing  of  the  downside 
pressure  on  UK  manufactur- 
ing. but  the  CBf  still  called 
for  a further  50  basis  cut  in 
UK  rates. 

The  other  negative  factor 
was  the  fear  of  another  dose 
of  currency  and  stock  mar- 
ket weakness  in  Latin  Amer- 
ica and  elsewhere. 

At  the  close,  the  FTSE  100 
was  -L8  ahead  at  5,885.7,  a 


move  described  as  encourag- 
ing by  some  dealers,  still 
concerned  about  the  heavy 
sell-off  that  damaged  senti- 
ment at  the  mid  of  last  week. 

That  relatively  sedate 
dose  masked  a big  swing  in 
mood  earlier  in  the  day. 
when  an  initial  surge  of 
nearly  50  points  in  the  FTSE 
100  was  gradually  erased  and 
replaced  by  a 58-point  slide 
over  lunchtime. 

The  early  rally  came  as 
more  bid  stories  swept 
across  the  market  with  most 
focused  on  the  engineering 
sector  and  especially  on 
LucasVarity,  whose  shares 
raced  higher  in  the  wake  of 


the  move  by  TRW  of  the  US 
to  counter  the  offer  from 

Federal-Mogul. 

Second-  and  third-line 
stocks  were  never  really 
threatened  by  the  boots  of 
uncertainty  affecting  the 
leaders. 

The  FTSE  250  dosed  a net 
ZL6  higher  at  A85&8,  having 
Ut  a session  high  of  4J866.4. 
The  FTSE  SmaUCap,  mean- 
while, settled  3.6  ahead  at 
2,095.0,  having  got  to  within 
34  of  the  2,100  level. 

Turnover  In  the  equity 
market  once  more  topped 
the  lbn  shares  mark,  with 
non-FTSE  100  issues 
accounting  for  just  over  half 


the  total.  The  cable/telecom 
sector  continued  to  attract 
strong  attention  from  the 
institutions  in  the  wake  of 
Microsoft's  big  investment  in 
NTT* 

And  media  stocks  were 
heavily  supported,  led  by 
Reed  and  Pearson,  the  group 
which  owns  the  Financial 
Times. 

The  recently  troubled  gen- 
eral retail  sector  moves  back 
into  focus  this  morning  with 
trading  updates  expected 
from  Oasis,  the  fashion  retail 
group,  and  W.H.  Smith, 
whose  shares  have  risen 
strongly  on  the  back  of  its 
internet  involvement 
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COMP^IESREPtm 
By  Peter  John,  Aid  Mhazo 
and  Martin  Brice 


Reed  International  led  the 
media  sector  higher  as  a bro- 
ker recommendation  com- 
bined with  speculation  that 
the  management  void  might 
soon  be  filled. 

The  shares  shot  up  2914  to 
5S0p,  with  Henderson  Cros- 
th waite  pointing  out  that  the 
company  was  the  UK’s  most 
undervalued  internet  play. 

Analyst  Louise  Barton 
said:  “Reed  has  been  beaver- 
ing away  with  a huge  num- 
ber of  internet  developments 
which  the  market  has  failed 
to  appreciate." 

She  said  the  publisher  had 
developed  15  value-added 
internet  sites  to  complement 
its  array  of  magazines. 

Loma  Til  bran,  at  WestLB 
Panmure,  agreed  that  Reed 
was  seriously  undervalued, 
but  said:  "This  is  a market 
which  is  chasing  earnings 
growth." 

She  pointed  out  that 
growth  was  restrained  by 
the  lack  of  leadership  since 
the  departures  of  Nigel  Sta- 
pleton and  Herman  Brng- 
gink,  co-chairmen. 

However,  there  was  strong 
speculation  later  in  the  day 
that  Reed  has  appointed  a 
couple  of  senior  executives 
from  Simon  & Schuster,  the 


US  group  which  sold  Us  edu- 
cational and  specialist  pub- 
lishing arm  to  Pearson  last 
year. 

Pearson,  meanwhile,  sur- 
prised many  media  analysts 
as  the  group,  which  owns 
the  Financial  Times,  jumped 
64  to  a new  closing  Ugh  of 
£13.91. 

Comments  on  Monday  that 
Pearson  is  to  put  several  of 
Its  reference  and  business 
and  professional  publishing 
operations  up  for  sale,  as 
wen  as  news  of  a proposed 
Joint  venture  with  two  Ger- 
man companies  to  publish  a 
German-language  edition  of 
the  Financial  limes,  helped 
the  stock. 


However,  dealers  said 
many  media  blue  chips  were 
being  driven  by  a non- 
specific internet  frenzy  and 
even  smaller  publishers 
were  being  sucked  in. 

Euromoney  jumped  200  to 
£15.87  after  announcing  it 
was  buying  an  80  per  cent 
interest  in  Internet  Securi- 
ties. provider  of  emerging 
markets,  financial,  economic 
and  company  information. 
However  analysts  expect  the 
acquisition  to  dilute  earn- 
ings by  18  per  cent. 

Directors  at  Abbey 
National  were  apparently 
cracking  open  the  cham- 
pagne last  night.  A rise  in 
the  share  price  of  18  to  £13.21 
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seemed  on  the  surface  to  be 
a thin  excuse  for  a party  but 
it  took  the  company's  mar- 
ket capitalisation  above  that 
of  Halifax. 

The  rise  was  seen  as  a 
reflection  of  a first-class 
management  outgunning  the 
UK's  largest  mortgage  lender 
and  one  of  its  biggest  banks. 
Halifax,  which  has  suffered 
leadership  problems,  sbed 
154  to  755p. 

Consumer  products  group 
Bedtitt  & Column  joined  the 
growing  list  of  leading  bid 
targets.  The  shares  rose  63 
or  nearly  9 per  cent  to 
780Vip.  making  them  one  of 
the  best  Footsie  performers. 

Last  week,  ABN  Amro  was 
said  to  have  picked  up 
chunks  of  stock  believed  to 
amount  to  about  14m  of  the 
company  shares,  paying  740p 
a share. 

The  shares  fell  to  a 12 
month  low  following  the  pur- 
chase of  the  stock.  However, 
talk  that  the  holding  may  be 
used  by  a predator  to  launch 
a bid  for  the  group  did  the 
rounds  in  the  market  yester- 
day. prompting  a sharp 
recovery  in  the  shares. 

Vodafone,  which  is  taking 
over  US  group  AiiTouch, 
was  a busy  trade  as  Dresd- 


ner  Klein  wort  Benson,  reit- 
erated its  positive  stance. 
Turnover  was  20m  as  the 
shares  improved  12  to  I59%p. 
Following  a meeting  with 
the  company  on  Monday, 
analyst  Jonathan  Lewis  set  a 
six-month  share  price  target 
for  the  merged  group  of  £24. 

Telewest  was  also  in 
demand  following  several 
recommendations.  The 
shares  gained  17  to  267%p, 
with  17m  having  been  dealt 
by  the  dose.  Dresdner  Klein- 
wort  Benson  favours  the 
stock  while  Morgan  Stanley 
Dean  Witter  included  it  in  a 
“buy"  list  of  European  tele- 
com stocks. 

Sentiment  was  enhanced 
by  news  this  week  that 
Microsoft  is  to  Invest  more 
than  £300m  in  NTL,  the  third 
largest  UK  cable  television 
network  operator,  to  acceler- 
ate deployment  of  high-speed 
voice,  data  and  video  ser- 
vices in  Britain.  The  move  is 
seen  as  positive  for  all  cable- 
related  companies.  - 

BT  bucks  trend 

BT  bucked  the  trend, 
ilarfining  6 to  943‘ 4p.  Dresd- 
ner Kleinwort  Benson  Is  a 
seller  and  suggests  a large 
part  of  the  group's  revenues 
are  under  pressure  and  the 
company  win  have  to  look  to 
new  areas. 

Bank  of  Scotland  and 
Royal  Bank  of  Scotland 
were  two  of  the  Footsie's  big- 
gest tellers,  sliding  27V4  to 
751%p  and  25  to  £10.00%. 
They  both  suffered  from 
Monday’s  announcement  of 


an  industry  review,  which 
will  focus  on  the  supply  of 
credit  for  business. 

The  best  performer  in  the 
Footsie  for  a second  day  was 
LucasVarity,  up  42  to  286p  or 
more  than  17  per  cent  in 
busy  trade  of  49m. 

Traders  said  investors 
believed  any  deal  was  likely 
to  be  in  the  region  of  290p- 
300p  a share,  which 
explained  why  LucasVarity 
stock  remained  firmly  above 
the  280p  price  mentioned  by 
Federal-Mogul  in  a state- 
ment late  on  Monday. 

Among  a stream  of  posi- 
. tive  analyst  comment  follow- 
ing reports  that  vehicle  com- 
ponents groups  Federal- 
Mogul  and  TRW  of  the  US 
had  approached  LacasVar- 
ity,  Morgan  Stanley  raised 
its  target  price  on  the  stock 
from  230p  to  300p  and  reiter- 
ated its  "outperform’'  stance. 
Mercury  Asset  Management 
mid  it  had  sold  2m  shares  on 
Monday  at  about  240p. 

FUtronic  continued  to  ben- 
efit from  strong  results,  ris- 
ing 64  to  749p.  the  best  per- 
formance in  the  FTSE  250. 

London  International 
Group  rose  9 to  I72'4p.  bask- 
ing in  the  approach  it 
revealed  on  Monday. 

Plant  hire  group  Aggreko 
lifted  a penny  to  l84Vip  as 
Merrill  Lynch  moved  from 
“neutral"  to  "buy"  and  set  a 
12-month  price  objective  of 

221p. 

Amid  talk  of  imminent 
corporate  activity  in  the 
engineering  sector.  Senior 
Engineering  gained  7 to 
10514p  with  the  rise  attri- 
buted to  an  analysts’  trip 
tomorrow  to  the  company’s 
operation  in  South  Wales. 

British  Aerospace  rose  9% 
to  437p  as  it  sought  to  play 
down  the  idea  it  was  close  to 
selling  its  5 per  cent  stake  in 
mobile  telecoms  group 
Orange,  up  17  to  891p.  GEC 
gained  1V4  to  558‘Ap. 

Portsmouth  & Sunderland 
Newspapers  gained  50  to  £17. 
above  the  £16  tender  offer 
price  from  Johnston  Press. 
Johnston  rose  2*4  to  223p. 
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Brazil  worries  curb  enthusiasm  as  Real  slips 


MARKET  FOCUS 


mu DavBin_ 

Continuing  concern  about 
the  financial  problems  of 
Brazil  restrained  investors' 
enthusiasm  for  global  equi- 
ties yesterday,  writes  PWJijj 
Coggan. 

Traders  bad  some  good 
news  at  the  start  of  the  day, 
as  the  Chinese  premier  ruled 
out  a devaluation  of  the  ren- 
minbi. But  the  foreign 

exchange  markets  still  man- 
aged to  upset  sentiment  later 
in  the  day  as  the  Brazilian 


Real  slipped  to  R$L97  to  the 
dollar  and  credit  agency 
Fitch  IBCA  cut  the  ratings 
on  Brazilian  debt. 

While  Asia  pushed  ahead 
on  the  China  report,  the 
European  markets  were  flat, 
although  the  Dax  in  Frank* 
flirt  ticked  above  the  5,000 
level 

Although  market  reaction 
to  the  Brazilian  devaluation 
has  been  far  more  subdued 
than  the  sell-off  that  fol- 
lowed the  Russian  or  Asian 
crises,  investors  remain  con- 


cerned that  Brazil’s  prob- 
lems could  spread  to  the  rest 
of  Latin  America.  That  in 
turn  could  create  problems 
for  the  US,  for  which  the 
region  is  an  Important 
export  market 

Wall  Street  managed  to 
hold  off  the  bad  news  from 
Brazil,  with  the  help  of  some 
in-line  results  from  Boeing, 
Coca-Cola  and  McDonalds. 

The  US  results  season  has 
started  well.  According  to 
IBES  International,  the 
information  group,  41  per 


cent  of  S&P  500  companies 
have  so  far  reported  fourth- 
quarter  1998  earnings.  Those ' 
earnings  have  come  in  32 
per  cent  above  analysts’  fore- 
casts, thanbi  to  companies 
such  as  Microsoft,  Intel  and 
National  Semiconductor.  ■ 
However,  IBES  predicts: 
“The  positive  surprise  pep 
centages  will  most  likely 
decrease  over  the  next  few 
weeks  as  more  of  the  smaller 
commodity-related  forms 
report  their  earnings,  partic- 
ularly in  the  oil,  steel,  chem- 


ical and  natural.,  gas  indus- 
tries. 

“We  expect  that  the  S&P 
500  index  will  register  its 
second  straight  quarterly 
earnings  decline  in  Q4  1998 
due  to  a continued  pattern  of 
negative  earnings  growth 
from  the  commodity-related 
industries  " 

Earnings  are  also  likely  to 
come  under  pressure  in 
Europe.  “We  believe  there  is 
substantial  downside  risk  to 
corporate  profit  forecasts, 
says  Gary  Dugan,  European 


.strategist  -at_.  JJP.  Morgan; - 
“Today,  the  consensus  bot- 
tom-up expectation  for  earn- 
ings growth  in  1999  is  U per 
cent  From  a top-down  per- 
spective, however,  we  find  it 
difficult  to  argue  far  much 
more  than  Oft  per  cent”  - 
Given  this  background.  Mr 
Dugan  adds:  “On  our  mod- 
els, we  have  come  -out  with  a 
target  for  the  FT/S&P 
Europe  300  ex-UK  index  of 
1,375,  which  equates  to  a 
modest  return  of  7 per  cent 
' aver  the  next  12  months.” 


Dublin  learns 
to  talk  in  euros 


Earnings  fear 
casts  shadow 
over  Wall  St 


Printemps  springs  higher 


AMERICAS 


The  technology  sector  again 
led  Wall  Street  higher 
despite  continuing  signs  of 
broader  weakness  in  the  US 
stock  market,  writes  Richard 
Waters  in  New  York. 

Fallers  outnumbered  risers 
in  the  morning  session, 
reflecting  a continuation  of 
the  unease  about  corporate 
earnings  prospects  that  has 
settled  over  the  market  in 
recent  days. 

But  technology  stocks  per- 
formed well  again,  lifting  the 
Nasdaq  composite  1.5  per 
cent. 

By  early  afternoon,  the 
Nasdaq  was  trading  at 
2,406.71,  a rise  Of  36A  The 
Dow  Jones  Industrial  Aver- 
age was  up  15.7  or  02  per 
cent  at  9219.02  while  the 
Standard  & Poor's  500  index 
stood  at  123729,  a rise  of 
321. 

International  Business 
Machines  and  Hewlett- 
Packard  were  among  the  big- 
gest gainers  in  the  Dow.  The 
former  rose  $3%  to  $l84ft  on 
expected  news  of  a share 
split,  while  the  latter  gained 
$1&  to  reach  $721}. 

Microsoft,  which  had 
announced  a share  split  ear- 
lier in  the  week,  climbed 
another  $7ft  or  44  per  cent 
to  $l69tV,  another  record. 
Intel  and  Dell  Computer 
each  gained  nearly  3 per 
cent,  with  Intel  up  $3JJ  at 
$l34ft  and  Dell  up  $2%  at 
$87%. 

There  was  a mixed  recep- 
tion for  the  latest  batch  of 
earnings  reports  from  some 
of  the  biggest  US  companies. 
Coca-Cola  fell,  despite  meet- 
ing earnings  expectations,  as 
the  company’s  profits  contin- 
ued to  slide.  The  shares 
dropped  $2ft  or  3.7  per  cent 
to  $60ft. 


Meanwhile  McDonald's, 
which  reported  a 10  per  cent 
rise  hi  net  income,  gained 
$34  or  4 per  cent  to  $78}}. 

Other  companies  in  the 
Dow  to  report  earnings 
included  Boeing,  which  feD 
$%  to  $35%.  and  Merck, 
which  recovered  some  of  Its 
losses  of  the  previous  day, 
gaining  $14  to  reach  $1384- 

Some  of  the  biggest  Inter- 
net stocks  continued  to 
recover  from  the  sharp  foils 
they  suffered  last  week. 
Amazon.com,  the  internet 
retailer,  rose  $44  to  $$152%. 
The  company  was  due  to 
report  earnings  later  in  the 
day. 

Yahoo!  rebounded  $26g  or 
8.G  . per  cent  to  $338fi, 
although  it  was  still  more 
than  $100  below  the  record 
set  earlier  in  the  year. 

TORONTO  pushed  higher 
in  early  trading  helped  by  a 
round  of  better-than- 
expected  earnings  state- 
ments that  lifted  the  300 
composite  index  13.72  to 
6,63220  at  noon. 

Northern  Telecom  was 
actively  traded  after  taming 
In  final-quarter  results 
ahead  of  market  forecasts. 
The  shares  added  C$2.45  to 
C$8625  while  BCE,  which 
owns  41  per  cent  of  Nortel, 
improved  65  cents  to  C$63.40. 

Canadian  Pacific  reported 
lower  profits  but  the  result 
was  seen  as  more  resilient 
than  anticipated.  The  shares 
added  90  cents  at  C$3025. 
The  transport  sector  was 
also  enlivened  by  Laidlaw, 
which  added  50  cents  at 
C$13.45. 

In  banks,  Toronto- 
Domlnion  improved  70  cents 
to  C$75.15  after  it  confirmed 
plans  to  spin  off  its  discount 
brokerage  operations.  Royal 
Bank  of  Canada  gained  85 
cents  to  C$76J5. 


SWOPE 

European  equities  ended 
little  changed  after  another 
low-volume  session.  PARIS 
mirrored  the  broad  trend, 
closing  at  4,07128,  up  20.48 
and  21  points  short  of  the 
day’s  best  level. 

Pinault-Printemps,  a dull 
market  in  recent  weeks  on 
talk,  at  dwindling  sales 
growth,  shot  ahead  after 
1998  sales  figures  showing 
solid  gains  in  Uke-for-Uke 
turnover.  The  shares  gained 
€8  at  €156. 

Michelin  also  showed  an 
unexpected  turn  of  speed, 
advancing  €2.05  to  €32.85 
after  a press  report 
suggested  the  tyre  leader 
was  to  forge  an  important 
alliance  with  a Japanese  tyre 
giant 

Saint-Gobain  rose  €820  or 
8 per  cent  to  €12020  ahead  of 
tomorrow's  results  state- 
ment. It  was  said  to  have 


.flKSWWK’..: 


Sao  Paulo  looks  cheap 
for  bargain  hunters  . 


SAO  PAULO  surged  as 
Investors  took  advantage  of 
the  depredation  in  the  Real 
to  buy  shares  in  companies 
that  looked  cheap  In  dollar 
terms. 

The  Bovespa  index  had 
reached  7,782  by  mid-after- 
noon, a rise  of  592  or  82  per 
cent 

The  bourse  was  closed  for 
a holiday  on  Monday,  when 
the  Real  edged  lower  against 
the  dollar,  slipping  from 
RSL89  to  R$1.78. 


The  currency  declined  fur 
ther  yesterday,  foiling  as  low 
as  R$127  to  the  dollar.  It  had 
recovered  by  lunchtime  to 
R2123. 

Sentiment  was  also  hit  by 
credit  agency  Fitch  EBCA's 
decision  to  cut  the  ratings 
on  Brazilian  debt 

Indices  across  Latin  Amer- 
ica rose  with  Sfio  Paulo. 

By  late  afternoon,  the  IBC 
index  in  CARACAS  was  62.47 
or  2.1  per  cent  higher  at 
4.Q02JM. 


The  FTSE  Eunotop  300  Index 
rase  1.05  or  029  per  cent  to 
1,18724.  See  Em  Prices  page. 

gained  from  switching  out  of 
Pxlkington  because  of  the  UK 
glassmaker's  Tatin  America 
exposure. 

Cap  Gemini  added  €1.40  at 
€158.40  after  an  upgrade  to 
“buy”  at  Rabobank.  An 
upbeat  trading  statement 
from  STMlcroelectronics 
gave  little  support  and  it 
dipped  10  emits  at  €81.40. 

LVMH,  buoyed  lately  by 
acquisition  news,  notably  a 
large  stake  in  Italian  fashion 
house  Gucci,  gained  €620  at 
€207  following  a better-than- 
expected  sales  statement 

Banks  and  oils  stood  out 
as  weak  features.  BNP  lost 
5Q  cents  at  €77.50  and 
S octets  Generate  came  off 
€2.50  at  €147.  In  oils.  Elf 
Aquitaine  shed  €4  at  €98. 

Among  lesser  caps,  Pathfi 
continued  to  crumble  after 
Monday’s  news  that  Canal 
Plus  and  Vivendi  had 
become  substantial  share 
holders,  effectively  removing 
the  potential  for  a bid  battle 
over  the  TV  and  cinema 
group.  Paths  shed  €48  to 
€240  for  a two-day  decline  of 
more  than  28  per  cent 

FRANKFURT  climbed 
back  above  the  5,000  level  on 
the  Xetra  Dax  index,  adding 
12.60  at  5,001.12. 

Motors  were  mixed  with 


the  sector  caught  between  a 
forecast  of  low  German  car 
registrations  this  year  from 
the  FAW  research  institute 
and  an  upgrade  for  Volkswa- 
gen at  Morgan  Stanley. 

BMW  shed  €11  at  €601. 
VW,  raised  to  “outperform” 
from  “neutral”  by  the  US 
broker,  added  €124  at  €6825 
and  DaimlerChiyater  gained 
65  cents  at  €8825. 

Software  leader  SAP  was  a 
firm  feature,  gaining  €19  at 
€35320.  MAN  ended  at  the 
other  end  of  the  performance 
charts,  losing  €5.75  to 
€22425. 

AMSTERDAM  ended  mod- 
estly higher,  with  most  of 
the  day’s  honours  going  to 
DSM  and  the  publishing  sec- 
tor. The  AEX  index  added 
128  at  52624. 

DSM  rose  €3.10  to  €7620, 
while  media  stocks  saw 
strong  gains  of  more  than  7 
per  cent  for  both  VNU  and 
Elsevier,  which  jumped  €220 
to  €38  and  90  cents  to  €1326 
respectively. 

Employment  agency  Rand- 
stad  surged  €220  to  €5020 
after  a note  from  ING 
upgraded  the  shares  to 
“buy". 

MILAN  held  up  better 
than  most  west  European 
markets,  ending  almost  l per 
cent  higher  amid  continued 
enthusiasm  for  stocks  with 
internet  interests. 

The  Mlbtel  index  rose  189 
to  23,146  on  a day  of  low 
trading  volume.  Internet 
beneficiaries  included  Class 
Editori,  the  media  company, 
and  Cofide,  the  bolding 
group,  which  were  both 
suspended  limit  op  for  a sec- 
ond day. 

Class  Editori  finished 
€1291  or  29.7  per  cent  higher 
at  €8266,  UP  €3.128  from  the 


close  last  Friday.  Cofide 
gained  1525  cents  or  292  per 
C8nt  to  reach  70.03  cants. 

1 Mediaset,  the  commercial 
television  group  which  rose 
44  per  cent  an  Monday,  was 
also  suspended  Hwiit  up.  It 
finished  77.4  cents  or  94  per 
cent  higher  at  €9.04. 

~ Among  banks,  investor 
interest  focused  on  BCI  and 
Unicredito  after  a Deutsche 
Tfcpiy  board  mutniw  said  the 
German  bank  might  con- 
sider linking  up  with  its  Ital- 
ian counterparts.  BCI 
climbed  52  cents  or  12  per 
cent  to  €5262  while  Unicre- 
dito rose  6.7  cents  or  14  per 
cent  to  €4.743. 

MADRID  ended  off  lows, 
reflecting  a slight  recovery 
in  -the  value  of  the  Brazilian 
Real.  Some  Spanish  stocks 
with  large  Latin  American 
exposure  have  been  hit  hard 
by  worries  about  the  Brazil- 
ian economy. 


Telefonica,  Spain's  biggest 
investor  in  Latin  America, 
underperformed  the  market 
after  its  Telefonica  del  Peru 
subsidiary  revealed  that 
profits  fell  42  per  cent  last 
year.  The  parent  company 
declined  66  cents  or  1.7  per 
cent  to  €39.15. 

The  general  index  closed 
5.76  or  0.7  par  cent  lower  at 
860.99. 

HELSINKI  dosed  almost 
flat  despite  heavy  raffing  of 
Raisk),  the  food  group,  after 
it  released  bad  news  about 
the  US  launch  of  Benecol,  its 
anti-cholesterol  food  agent  . 

The  Hex  Inrtor  finlahftd  -at 
5.97324,  down  5.03,  after 
receiving  support  from  mar- 
ket leader  Nokia,  42  cents 
higher  at  €12220. 

Raiaio's  hews  of  an  agree- 
ment between  its  US  partner 
and  the  US  Food  and  Drug 

Arimlntetratirm  Initially  sept ' 

the  shares  soaring  IS  per- 
cent On  closer  examination, 
however,  analysts  concluded 
that  the  deal  was  disappoint- 
ing. The  stock  plunged,  end- 
ing 0-90  lower  at  €7.60.  . 

ATHENS  rose  to  a record 
after  unprecedented  demand 
at  the  latest  bond  auction 
sparked  hopes  for  an  Interest 
rate  cut  Applications  for  the 
10-year  bond  auction  totalled 
Dr32Q0bn. 

At  tiie  dose,  the  general 
index  was  up  11427  or  3.9 
per  cent  to  323225. 

Written  and  edited  by  Jeffrey 
Brown,  Michael  Peel,  Paul 
Grogan  and  Peter  HaH 


Ireland  has.  again  confirmed 
its  reputation  as  the  Euro- 
pean Union's  most  enthusi- 
astic member,  with  its  listed 
companies  taking  to  the  euro 
with  a readiness  few  on  the 
continent  can  match.  • 

While  fife  Germans,  and  to 
a lesser  extent  the  French, 
stick  to  the  so-called  legacy 
currencies,  the  early  signs 
are  that  Irish  corporates 
have  already  ' jettisoned  the 
punt,  and  are  now  whole- . 
beartediy  embracing  the 
euro' in  the  presentation  of 
their  aTinnai  numbers. 

“What  we  hear  is  that 
most  of  tbs  large  companies 
will  report  in  euros, “ said' 
Tom  Healy,  chief  executive 
of  the  Irish  stock  exchange. 

A survey  of  Dublin-listed, 
companies  tv  Davy  stock- 
brokers in  November  found. 
14  per  cent  planned  to  pres- 
ent thdr  1996  finals  in  euros, 
and  84  per  cent  could  use 
euros  for  their  1999  interims. 

The  issue  is  important  for 
the  smaller  euro-zone  mar- 
kets, such  as  Dublin.  Domes- 
tic fluid  managers  are'  set  to 
rebalance  their  portfolios  as 
they  no  longer  have  to 
match  their  Irish  Mflltiit 
with  exclusively  Mat  stocks, 
and  may  now  buy  ixi  the 
wider  market  without 

exchange  rawnririaratiniTm.  -•. 

“Anything  a. company  can 
do  to  WMkg  it  ftaftter  for  a 
fond  manager  In  Frankfort 
to  buy  its  stock,  it  should  do 
it  ft's  like  reporting  early," 
said  Chris  O’Connell,  direc- 
tor at  IBX,  Bank  of  Ireland’s 
corporate  finance  arm. ' . ■ 

CRH,  tfae  bulldtDg  materi- 
als group,  said  it  adopted  the  - 
euro  for  all  its  management 
accounts,  from  January,  but 
most  companies  are  expected 
to  retain  the  pimt  far  inter- 
nal purposes.  . .. 

Joe  GUI,  head  of  equity 
trading  at  Riada  brokers  in 
Dublin,  said  the  teal  push 
has  come  from  Investors. 
“All  our  commissions  are 
quoted  Jh  euros,,  all  our.  budr- . 
gets.  Our  clients  don’t  want 
to  hear  us  talk  in  lriah,”*ays 
Mr  GilL  .-. 

FTom  January  4,  when  the 


. ll  stock  markets  of  the  new 
euro-zone  opened  for  trad- 
ing, prices  have  been  quoted 
in  euros.  The  only  figure  the 
stock  exchange  stipulates 
must  be  in  euros  is  the  divi- 
dend, largely  for  Investor 
convenience  given  the  price 
is  already  in  euros. 

By  reporting  profits  and 
pyfrHnga  per  share  in  euros, 
companies  make  it  easier  for 
investors'  to  calculate  rat- 
ings. Foreign  borrowings 
may  «ira  make  more  sense. 

For  a US  investor,  it 
allows  comparisons  with 
other  euro-zone  markets.  On 
the'  downside,  the  move  ■. 
makes  it  "mare  difficult  to  1 
make  historic  comparisons.  JA 

The  decision  of  Irish  com-"/ 
panics  is  dictated  by  the' 
need -to  lure  European-based 
fund  managers  to  buy  Irish 
stock.  As  part  of  Europe’s 
fastest-growing  economy, 
Irish  companies  should  be 
able  to  entice  buyers  from  a 
much  larger  investor  base. 

This  year  the  ISEQ  overall 

tnitev  baa  riHwih**!  to  within 

4 per  cent  of  its  April  1996 
high. 

Oliver  O'Shea*  banks  ana- 
lyst at  Goodbody  stockbro- 
kers, said  there  had  already 
been  a relating  of  some 
stocks.  Irish  banks  ere  now 
on  a par  with  the  faster- 
growing  -peripheral  euro- 
zone economies  such  as  Por- 
tugal wnj  Spain  rather  than 
their  traditional  UK  peers. 

John  Murray  Brown  * 


Jo’burg  falls  in  late  sell-off 


SOUTH [AFRICA 

Shares  In  Johannesburg 
moved  lower  on  late  profit- 
taking.  The  an  share  index 
closed  up  11.3  at  5,5922, 
down  from  a best  of  6,6282. 

Traders  said  the  late  sell- 
off  was  sparked  by  renewed 


weakness  for  the  Real, 
which  lurched  precipitously 
against  the  dollar  in  early 
trading  In  Brazil. 

Industrial  shares  gained 
232  to  6,4702  but  flnandals 
lost  ground  on  local  interest 
rate  and  currency  concerns, 
dipping  172  to  8480.7. 


Pace  of  reform  boosts  Tokyo 


ASIAPAGJHC 

Shares  in  TOKYO  pushed 
higher  after  traders  became 
increasingly  optimistic 
about  the  pace  of  banking 
reform  in  Japan,  writes 
GUUan  Tett. 

The  market  was  also 
boosted  by  overnight  gains 
in  New  York  and  hopes  that 
the  government  might  soon 
establish  a neur  institution 
to  help  Japanese  institutions 
unwind  their  vast  cross- 
shareholdings. 

In  particular,  the  ruling 
Liberal  Democratic  party 
has  started  to  discuss  using 
thin  institution  to  avert  sud- 
den falls  in  equities. 

The  LDP  has  not  yet  pro- 
duced firm  proposals  but  the 
move  has  prompted  some 
investors  to  hope  the  long- 
running  structural  reforms 
needed  In  Japan  may  finally 
be  emerging- 

The  Nikkei  226  Average 
rose  L2  per  cent  to  14282. 
The  day’s  trading  range  was 
14,501.44  to  14,251.29.  The 
Topix  index  of  all  first- 
section  shares  rose  to 
1,10928.  up  1 E**  an*1 
the  Nikkei  300  rose  to  221.11, 
a gain  of  1.2  per  cent 

Volume  on  the  first  sec- 
tion was  almost  500m  shares. 


Sooth  Korea 
Konst  Campons 


comparable  to  the  levels 
seen  last  Friday  and  mark- 
edly better  than  the  390m 
recorded  on  Thursday. 

Banks  were  generally 
firmer,  even  though 
Moody’s,  the  US  credit  rat- 
ing agency,  downgraded 
Bank  of  Tokyo  Mitsubishi, 
Sanwa,  Sumitomo  and  Toyo 
Trust.  BTM  gained  Y16  to 
Yi.370,  Sumitomo  was  up 
Y17  to  Y1.413,  Toyo  Trust 
Increased  Y2  to  Y333,  while 
Sanwa  Bonk  lost  Y7  to  dose 
at  Y1275. 

JAKARTA  rebounded, 
recovering  80  per  cent  of  the 
previous  session's  steep 
decline.  At  398.15,  the  com- 


posite Index  was  up  15.67  or 
54.1  per  cent.  Brokers  said 
blue  chips  were  the  main 
target  for  investors. 

Indofood  jumped  Rp450  to 
Rp4200  and  tobacco  group 
Sampoerna  rose  Rp4,875  to 
Rp4,950.  Telkom  advanced 

Rp76  to  Rp3250. 

But  the  strongest  perfor- 
mance of  the  day  came  from 
cement  group  Indocement. 
which  surged  202  per  cent 
or  Rp525  to  Rp3,l25  on  the 
news  that  three  foreign 
cement  groups  were  in  talks 
to  buy  a strategic  stake  In 
the  company. 

SEOUL,  hit  by  futures-led 
selling  at  the  end  of  the  ses- 
sion. unwound  early  gains  to 
leave  the  composite  index  off 
8.53  at  531.23,  a four-day 
decline  of  142  per  cent 

A Standard  & Poor's 
upgrade  for  South  Korea’s 
sovereign  debt  sent  shares 
higher  at  the  opening,  and 
the  benchmark  reached 
56246  before  falling  back 
under  the  impact  of  futures- 
driven  arbitrage. 

Korea  Telecom  lost 
Wonl,000  at  Won36,000. 
Korea  Electric  was  a firm 
feature,  adding  Wonl,4Q0  at 
WOD30200. 

MANILA  rallied  modestly, 
helped  by  overnight  gains  on 


Wall  Street  and  the  better 
tone  across  Asia.  The  com- 
posite index,  off  54  per  cent 
on  Monday,  improved  3022 
or  1.6  per  cent  to  128226, 
with  financials  driving  the 
recovery. 

Ayala  land  gained  25  cen- 
tavos to  12  pesos  and  Metro- 
bank  rose  1220  pesos  to  295 
pesos.  Pflipino  Telephone,  a 
weak  market  lately  an  news 
of  debt  problems,  edged 
higher,  finishing  30  centavos 
ahead  at  224  pesos. 

BANGKOK  also  retraced 
some  of  the  32  per  cent  shed 
by  the  SET  index  on  Mon- 
day. Buoyed  by  an  active 
session  for  the  ha  tilting  sec- 
tor, which  rose  32  p esc  cent, 
the  benchmark  gained  3.41 
at  366.77.  ■ 

Turnover,  at  BtiUObn,  was 
hesitant  ahead  of  today’s  no 
confidence  vote  in  parlia- 
ment Bangkok  Bank  gained 
Bt0.75  at  Bt5020. 

TAIWAN  rose  82.43  to 
6,115.64  on  the  weighted 
index,  thanks  largely  to  a 32 
per  cent  advance  for  the 
electronics  sector. 

Taiwan  Semiconductor 
gained  T$320  to  T$84  while 
United  Microelectronics 
surged  TS3L90  or  62  per  cent 
to  dose  at  T$4£L20,  its  best  of 
the  session- 
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